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ABSTRACT 

This Study reviews the evidence on the impact that 
manpower training programs have had on the earnings of the poor, in 
order to assess the likely success that greatly expanded training 
programs would have in reducing the amount of public assistance 
payments and the size of welfare roles. Between 1963 and 1971, the 
Federal Government obligated 6.8 billion dollars for training 6.1 
million people. This study examines five of these programs: Manpower 
Development and Training Act (MDTA) , Neighborhood Youth Corps (NYC) , 
Job Corps, Job Opportunities in the Business Section (JOBS) , and the 
Work Incentive Program (WIN) . MDTA and NYC are the largest of the 
manpower training programs, and have been in operation the longest. 
MDTA offers a wide range of institutional and on-the-job instruction; 
it serves disadvantaged persons, although not exclusively. WIN treats 
only welfare recipients. NYC, JOBS, and Job Corps deal exclusively 
with disadvantaged persons, though each has its own structure and 
training methodology. JOBS is a private venture which is federally 
funded. The majority of Job Corps centers train youths at sites away 
from their home environment. NYC provides work experience, earnings, 
and training to high school students and dropouts, and encourages 
them to continue their education. (Author/JM) 
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LETTERS OF TRANSMITTAL 



November 1G, 1972. 
To the Members of the Joint Economic Committee: 

Transmitted lierc>vith is a staff study entitled **T!ic Effeclivoucss of 
Manpower Traiiiiii£^ Programs: A Review of Resenrdi on tlie Impact 
on the Poor," by Jon H. Goldstein of the subcommitteo staff. This is 
the third in a si|rios of studies being j)re])arcd for the use of the Sub- 
connnittco on Fiscal Policy in connection with a comprehensive study 
of this Nation's welfare-related programs imder the general title of 
Stiulies in Public Welfare. This study reviews the evitkmce ah the 
impact that nuui])owor training i)rograms have had on the earnim^s 
of the ])'«or, and assesses the likelihood that greatly expanded training 
programs will reduce the in(;idence of poverty and tlie size of tlie 
welfare population. 

Robert I. Lerman of the subconnuittee staff contributed valuable 
comments at ever}^ stage of the research. The views expressed in this 
paper are exclusively those of the author and do not necessarily 
re])resent the viey;s of the Subcommittee on Fiscal Policy, the Joint 
Economic Committee, iTulividual members thereof, or its staff. 

William Proxmire, 
Chairman^ Joivt Economic Committee, 



NOVBMBEU 13, 1972. 

Hon. William Proxmire, 
Chairmarij Joint Economic Committee^ 
U.S. Congressj Washingionj D,C. 

Deau Mu. Chairman: Transmitted herewith is a staff study 
entitled **The Effectiveness of Manpower Training Programs: A 
Review of Research on the Impact on the Poor." This is the third 
of a number of such study papers being prepared to forward the work 
of the Subcommittee on Fiscal Policy in its objective and nonpartisan 
review of all phases of the Nation's S3^stem of welfare-related programs. 
The studies will be published in a series under the general title of 
Studies in Public Welfare. 

This study reviews the evidence on the impact that maii])ower 
trauiing proo^nms have had on the earnings of the poor, in order to 
assess the likely success that greatly expanded training programs 
would have in reducing the amount of public assistance payments and 
the size of the welfare roles. Between 19G3 and 1971 the Federal 
Government obligated $6.8 billion for trahiing 6.1 million people. This 
study exemhies five of these programs: Manpower Development and 
Trainhig Act (MDTA), Neighborhood Youth Corps (NYC), Job 
Corps, Job Opportunities hi the Busines.^Sector (JOBS), and the Work 
Incentive Program (WIN). 

One major conclusion can be drawn: Manpower programs are not 
a substitute for income supplement programs. Training does increase 
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the earnings of the poor and reduce the i)ovcrty gap, but continued 
income supplementation is likely to be necessary for the average 
trainee. Even those studies with the most optimistic results estimate 
average posttrainiug annual earnings levels well below the jioverty 
line. For example, in a recent sample MDTA trainees aver agecl 
$3,100 in posttraiuing annual earnings, over $800 below their i)overt3^ 
line. 

The impact of training varies with the characteristics of the indi- 
Addual trainee and the existing economic conditions. Continued hidi 
levels of uuernployment in the economy \yill make it impossible lor 
trainees to realize the full benefits of training. Earnings increases are 
reduced, placement is more dijSicult, and those benefits that trainees 
do realize are more likely to come at the expense of other workers 
who are displaced. 

For some programs the estimated improvement in the economic 
situation of the trainees is large enough to recoup the cost incurred 
in training and, therefore, to justify the program on economic grounds 
alone. However, in cases \N'hero a program cannot be justified on the 
basis of posttraining earnings increases, there is no agreement on the 
extent to which the training should be subsidized. 

Despite substantial expenditure of public funds for research and 
evaluation, there is only limited reliable infonnation about the impact 
of training. Some of tlie largest and most important programs have 
been subjected only to very crude, preliminary investigations. 

This paper was prepared by Jon II. Goldstein under ,the general 
direction of Alair A. Townsend, technical director of the subcommittee. 
Robert I. Lernian of the subcommittee staff made valuable com- 
ments and suggested improvements in the reseiu'ch at ever}' staf^o of 
its development. The views expressed in this paper are exclusively 
tliose of the author and do not necessarily represent the views of the 
Subcommittee on Fiscal Policy, the Joint Economic Committee, 
individual members thereof, or its staff. 

Martha W. Giuffiths, 
Chairman^ Suhcommiiiee on Fiscal Policy, 
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SUMMARY AND CONCLUSIONS 

Munpowcr tmiiiiiig progniins are bciiis: used mid cxpnndcd proornnis 
|)roposcd as a technique for increasing the earnings of tlie poorrTliis 
pu|)cr revic\ys (he cxpcncncc of a number of training pro"-rams 
serving a variety of clientele with a wide range of tcchniciues, in order 
0 offer a considered judgment as to the likely success of a niassis- 
tr:uning eflort. l-ivc pro^nuns arc examined: ^^nnpo\vcr Development 
and 1 raining Act (MDTA), Neighborhood Youth Corps (NYO), 
Job Corps, Job Opportunities in the Business Sector (JOBS), and the 
Uork Incentive Program (WIN). The methodological section reviews 
t le criteria used for evaluation, the information required to isolatn 
the impact of training, the difTiculties of idcntifving and os(Iinatin<^ 
costs and i)cncfits, and the problems of applying' the results of thesS 
suulies to tlie low-income target population of an expanded trainiiv 
etiort. = 

. Methodology 
/. riofjram Goals 

One of the difTiculties of evaluating training programs for the poor 
is the lack of agreement on specific program objectives. One coal is to 
iinproyo the distribution of income in society. This could be accoin- 
piishcd through direct transfer payments, but it is considered prefer- 
able to equip the poor with the skills to provide for more of fclieir own 
economic needs. However, some training programs are expensive, 
and the costs exceed the benefits. Therein lies the problem in evaluat- 
ing training programs: there is no agreement on the extent to which 
they should be subsidized. 

2. Economic Efficiency 

A program is ccouomioally efficient if the benefits it generates e.xcccd 
tlie costs. Since benefits ami costs are realized at difFerent times, tliev 
must be c iscounted at some appropriiite interest rate to make them 
comparable. 

3. Definition and Measurement of Benefits and Costs 

Tile definition of benefits and costs difFer-. depending upon whether 
the program is being evaluated from the point of view of society, the 
taxpaj-er, or the trainee. The emphasis throughout this paper^is on 
social benefits and costs. Tiie social cost of a training program is de- 
nned as tlie value of the output which could have been produced whli 
tlie resources actually employed in training. The social benefit of 
traiiung i.s defined as the ciiange in full employment net national prod- 
uct plus any externalities (indirect benefits, such as intergenerutional 
ettects or i-educed cnme). Since it usually is not possible to estimate 
the value of externahties, authors reluctantly settle for increases in 
b "^TP "^creased wages or employment as the measure of social 
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holafinfj the Impact of Traininrj 

Isolating the impact of inaiif^owor proirmms is very (lifficult. hocjiusc* 
tlio ovaliiatioii process occurs in (he cliaiisriusr aiul uiiconfiiUMl solliiiir 
of (he oiitire ocoiioiny, not in a coiilrolletl labonilory euvirouinoiU.Tlio 
impact of traiiiiiij): vanc»s \\'\{\\ (he characteristics of the iiuliviihiul 
tnuiiee ami existing economic conditions. In order to isohUe nn<l 
mensuro tlu)sc ehausces in the enrollees' economic situation attributable 
to training ahnie, a study must control fv)r those deuiogniphic cliara<-- 
teristics and external influences whicb afl'ect bibor force e.xperieiu e. 
Studying a large number of trainees is expensive, liowever, and the 
liuiited number of observed eases often prevents analysis of sonn* 
interesting socio-dcuiograpliic groups. 

J. Control Group 

A crucial elcuier.t in the design of any study is the control gioup, 
because the results can be very sensitive to its couipositicm. Tin* 
control group is a reference point, and the differen<;e between its 
situation and that of the trainee group in the posttraining period is 
used to measure the effect of trauiiug, ^lany of tlie studies examined 
failed to select an appropriate control group. 

0. Len(/th of Obaenatlon Period 

The expense of a longitudinal study bas severely limited the length 
of the obs(»ivation period for most evahuitions. Few stuiHes track the 
l)articipants for more than a year. It is common practice to assume that 
observed benefits will persist in future years. It is the rare program 
whose benefits arc so apparent that sucli projections into the future an^ 
ululcccssar3^ Several studies in West Virginia with observation penods 
of 2 to 4 years found that earnings and employment difTerences between 
trainees and the control group grew smaller with time. Tbis finding 
serves as a warning against tbe ready acceptance of conclusions baseil 
on benefit projections far into the future. 



MDTA is the oldest training i)rogram. Its cnrollce.s are a lietero- 
gcncous §:roup, and training has been both institutional and on-the 
job. But its very brcadtb makes it an iimncldy subject, and precludes 
any siin])lc, unqualified deteniunation of its efTcctivcness. 

NlDTA has been studied cxtcnsivel^s and seven of tbe better 
efforts arc reviewed in this ])a])er. Eacli study has some feature wliicb 
makes it i)rceariouis to generalize tbe findings. Dated infornuition, 
small sample sizes, local ratlier than national saniple.s, and question - 
able control grou])s arc sonic of the problems of tbe :?tudies. None- 
theless, the}' constitute the best information available. 

1. Economic Impact ^ 

Witb one exception all of the studies reviewed estimated positives 
and relatively large internal social rates of return for MDTA.^ The 
estimates range from 6.3 to 13S.0 jiercent. Even the excei)tion (Sewell, 
1371) estimated a large return for on-tbe-job training (49 percent), 
the small return being for institutional training (<5.3 iierccnt). These 
estimates are based on tbe assunii)tioii that the earnings increases 
from training last for 10 3'ears. It is quite unlikely that such con- 

* .See p. 22 for the definUlon of totem al eocinl rntc of return. 
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economic conditions. 

2 Economic Imixict on the Disadvantaged 

M . Si) 

HQ W.C sU. Iv Smith, 1970) found the iTvcrso Even- s .kIn' .'cli- 
mate an i m rov in the e.<,n<.nm-, position of the v""U,g., 
?.rc cno H to ret^oup the social cost incuire. m training. At he ve 
ast tm n.. - for tliis group generated ■: sninll. positive rate of return. 
Th^'smSestiniafrof ll5 internal ^^(^^^^l^l^^^^!:^ 

oeononiic characteristic follovvs the i)rogrnin snnunarios. 
3. InstiMional vs. On-the-job Training 

The evidnnce e.xnininetl supports the widelv held belief that on-the- 
job tniinins? is superior to institutional training, but tlus evidence i. 

'"'^'^^^rSv^r^SllTs^^^ of this issue (Se.-ell 1971) .hi.h 
is b sed on a control group comparison. The f-^^J^^^^ 
drawn entirely from a rural setting, and almost ^ij rs eg o 

Tl i^ st,'d fo?in,l that on-the-job training led a sigiiificaii^^ ni<|i^.-c 
in the weekly earnings of both males and foniales ($7.40 and *l4.ou, 
ros itiselv w i le milv tlie weekly earnings of male trainees ^y(M•e 
Xei ed by n t^^^ training' ($S.30). Although m." ''^.'["""['^^ 

re |3S<I about equally to both types of l'""'"'"?' l;,": J"t , e^^^^^^^ 
institutional trahiing in this. particular IV^;^"'" ^^^"'JP ' ^^^^ \Zx 
elusion that on-tlio-job traiiung is a much better ln^o^,tnlent oi nun 
as wen S women. E.Naminii.g the differentia impact of jn;^ • ;>7;; 
trainii " bv sex, Stroiasdorfer (19(5S) found that feiualos ha. J 
s S Jant earnings increase, while males had large increases in both 
eaSA and om^ It appears that women who undertake o - 

ST tSng lu-o inore committed to the labor market than women 
who undertake institutional training. . • , . .,„„„ort 

MDTA program statisties for the period 196.3771 teinl / ' ^"I'l 
thc<;e results: 80 percent o.' MDTA on-the-job raining graduates wcuc 
cmploAl G months after completing their training as opposed to ^4 

T^r^leTi''"&raV"T4!%^ 
ijiTOrt of til^rri-sldpiit. Murc-li 1070. p. «0. 
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percent for the institutional trninecs. However^ in the absence of an 
experiment ia which enrollees are nnidornly assij^ned to the two train- 
ing methods, one cannot be sure thut adifTcrcntinl impact exists. 

4. Sensltivil]/ to Cyclical Economic Condtiions 

The ofToctivoness of trajninp is veryUkoly to vary directly with the 
demand for labor in the local hd)or nmrket. Truiriirig probably creates 
n larger difFerence between the earnin|;s of trainees and their conti'ol 
group at low unemployment rates than at high rates. Most studies 
attempt to correct for the downward influence that weak hibor 
markets have on the leDd of earnings of both trainees and iiontrairiees. 
llowever, there have been no studies which estimate the diffcM'ential 
impact of traininp- on earnings at various unemployment rales. 

One study (Smith and Wertheimer, 1971) documented the sen- 
sitivitv of the employment rate of MDTA graduates to local employ- 
ment conditions, but the inii)act seems pu//lingly .small. A did'erence 
of 1 percent in State en;ploymciit rates produced a 2]^ percent diU'er- 
ence in the employment rate of current ^IDTA graduates. Both 
WIN and JOBS are much more sensitive to economic conditions. 

J. Urban-Rural Differentials 

The question of whether training has n differential imi)a(;t on 
enrollees in urban and rural locations has not been well iiivesti^rated. 
A priori, the wider market, the more diversified industrial structure, 
an(l the higher turnover in an urban area suggests tluit trainees there 
might enjoy an advantage. Wc were unable to find any treatment of 
this question in the literature. It is conceivable that no differential 
im])aet exists. Even if rural trainees arc confronted with more limited 
opportunities, their newly acquired .skills nniy increase their mobility, 
and ])ermit them to migrate more easily. The question ^varrants 
investigation. 

NEiGnnoRnoow Youth Gorp.s — Ix-ScriooL AXn Summkii 

Tlicre is only one benefit-cost analysis of the XYC in-scliool and 
summer programs (Somers and Strotnsdorfer, 1970). NYC has been 
modified since this study was undertaken, and the conclusions may 
no longer be valid. 

1, Post-High School Economic Benefits 

The authors fitted two quite different models to the data, hut used 
only one of these to make their estimates of the program's impact on 
employment and earninirs. They attributed large post-high sch.ool 
economic benefits to NYC participation. For the total sample, the 
estimate of the increase in pretax earnings due to NYC participation 
was $831 during a period of 18.56 mon*.hs, or $45 per month. Even if 
the earnings gains did not persist beyond this l]i year period, an 
internal social rate of return of 90 percent is implied. 

We think that of the two. models fitted to the data the authors 
chose the wTong one to estimate the benefits of the NYC program. 
The. model which we consider to bo more appropriate implies that 
there were no post-high school economic benefits from NYC 
participation. 
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2, Benefit hy Profjiam Cuinjyoneni 

X YC pnrlicipaiils be ourollod in miy of throe projjrMiii conihiiiii- 
lions: ill-school only, .siniiniur' only, or f;olh in-s<hool luul sunnnor. 
If any of those Nvere rospoiisihio for poHl-hijrh strhool cnrninirs iiuieusos 
(and that issne is in doubt), thc\' were the iu-school only and the 
oonibined iii-school and suninior coniponeiits. There was no evidence 
that the sninriicr-oiily cnrollees benefited rehilivc to llieir conlrol 
group. 

3. Differential Impact by Demofjraphic ChamcicrUik 

Because the authors estimated difrerenlial benefils by deinoirniphic 
cliaracterislic Avitli a model we ('onsider iiinppropriate, iio summary of 
these difrerenlial iiiijmct.s is given below. They nrc disciis.^ed in the 
text, however. 

Jf . Educational Impact 

The ])rinniry legislative fnncticm of NYC is to encourage eontiiuied 
scliool attendance*. Kesearcli findings on the educational impact of 
NYC arc nniforinly discournghig, suggesting lb;;( tii(> program is 
badly conceived as a sokition to the dropout problein. Sev;?niraiithois 
found evidence that it actually reduced the probability oi liigli scliool 
graduation. One study (Robiii, 1969) concluded tliut the program was 
not influential in reducing the dropout rate, or increasing enrolleos' 
educational aspirations, studioiisness, or .scholastic acliieveiiient. Work 
experience distracted students who alroiuKHmcl low-grades, causing 
thein to further reduce the niinimal amount of time they devoted to 
their studies. The determinants of the dropout rate are complex, and 
it appears that NYC is too simplistic a mechanism to be efl'ective in 
reducing the incidence of school dropouts. 



Xo aiial3*sis based on a national sample exists for the ont-of-scliool 
program. Boni.s et id. (J970) have done a benefit-cost analysis of the 
program in five cities hi Indiana. The localized nature of' the study 
makes generalization hazardous. Its results sugirest that the program 
is liclpin{]c 2^»«lc school dropouts adjust in the labor market, but that 
the benefits to females arc small. 

Each hou" of program participation increased annual earnings by 
an estimated 33 cents. Since enrollccs averaged 520 hours in the pro- 
gram, exported annual l>x?Aefits were $173. 

Benefits varied widely by sex and level of education, with liigli 
school dropouts sliowing higher benefit-cost ratios than gniduales. 
There was no evidence that training had a difrerciitial impact by 
ra(^e; whites and iionwiiites benefitted e(pially from the program. 

If the cconoinically inefficient nature of NVC out-of-scliool Irahiing 
for women in Indiana proves to be universal, structural changes will 
have to bo made to meet \hQ needs of females. Women with 10 years 
of education (the mean level for the .sample) who spent 520 hours in 
the program had expected annual eariiiiigfi increases of only $S3. Their 
male counterparts were expected to benefit by $562. At every, level of 
cducatioii the expected earnings increases for women were not snfTj- 
cieiit to generate social benefit-cost ratios greater than 1.^ At every 

» Except under nBSum^tUo"* wbleh we eooslder unrealistic or inopproprlnte. 
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l(»vol of odiicntiou (he ratios for men wore greater than 1, the luosi 
likely vahies in the range 2.4 to 3.3. 



There have been two henefit-c!ost analyses of the Job Corps based 
on a national sample: Caui, 1908 and Resource Management Corj). 
(KMC), lOGiS. Then- jronehisions are not encouraging, but both studies 
have so nnuiy technical problems that the results i»>*e unreliable. If 
their estimates prove accurate, the Job Corps is econoniicully inefli- 
cient. However, the technic al problems are so jjreat that it would not 
be judicious to assess the Job Corps on the basis of these studies. 

/. Economic Benefits 

Caui estinnited annual gains in earnings at $203. Job Corps training 
is expensive, however, aud these gains would have to have persisted 
for 42 years to generate a modest 5-percent internal social rate of 
return.^ Cain's estunates were based on observations 0 months after 
the trainees left the program. When RMC cxannned the same sample 
1 year later, they found that the eannngs gains had declined so greatly 
that even if they were to last forever, they would not generate benefit- 
cost ratios greater than 1. More importantly, the gains were no longer 
statistically significant. 

2, Technical Problems 

a. The control groups are suspect. 

b. The observation periods are short (G months and VA years, 
respectively). 

r. The observations are on 19GG trahiees, only the second year of 
Job Corps operation. They \ni\y not reflect its current effectiveness. 

(/. Gross (nfferences in earnings between the corps men and the con- 
trol group were used to measure the impact of training. 'J'lie estiunites 
were not adjusted for the possible inlluence of personal differences or 
variations in local labor nnu'ket conditions. 



The caliber of research on WIX is extremely poor. There have been 
no lonpitndinnl studies of the labor force experience of WIN partici- 
pants. No anah'sis has been conducted which uses a control group, and 
consequently there is no way to isolate the effect of exposure to WIX.^* 

1. Data Problems Ilampoing Evaluation 

The (lata available on WIN tnunees are largel}' limited to job 
placement and dropout rates; posttrauiing earnings and employment 
infonnation is extremely scanty. These data control for neither 
personal nor environmental variables, give no insight into income 
increases or welfare receipt decreases relative to a control group, and 
provide no basis for comparing benefits to costs. Thej'' cannot be used 
to estimate the impact of WIN on tlic trainees' economic situation. 



* In VMM the ostlmntcil snc!nl cost of trnlninc n corpsm;in for 5 months. Hie nr««rnef» 
length of p&rtlclputlon. w'ns $.'i,50S. It cost $5,H(i2 for U monthsj, the norinnl term for 
irrnthi.'itlnn. 

*• A loncitniUnnl Rtndy of WIN which uses n control proiin wns piihashrti too Into for 
crUU'nl oxnmlnation In this paper: Ronnltl E. Hne. ct. nl.. rinnl Report. AFDC Emplov 
mn\t nnd Referral OuittcUnea, Institute for IntcnaBClpllnnry Studies, Minncnpolip. .Tunc 
1!>72. Tho nnthors concluded that WIN services did not Increase the enrolnRS or employ- 
mi'iit of tin* traliieos. 



Job Corps 



Work Ixcextive Program 




2. Program Placement and Dropout Rates 

Placement ami dropout rates tlo provide o basis for toinperiiig 
expcotrttions about the potential self-sufHciencv of the AFDC popula- 
tion under the present structure of work incentives and legal sanction 
a2:ainst those who refuse to particii)ate. Successful completers (persons 
who were employed 3 to 6 months after being: placed) have been n 
constant 20 percent of terminees until recently; during: the period 
April 1971 to April 1972 they increased to 30 percent. Dropouts from 
WIN without t;rood cause continue to average 21 percent of tenninees. 
The com])araDle sticcessful com[)letion rate for MDTA has been 
considerably higher: 51 ])ercent between 1963 and 1971. The client 
populations are quite different, however, and the comparison indicates 
nothing about the relative rates of return. 

3. Dijfereniial Pafes by Demographic Characteristics 

Placement and dropotit rates vary signifieantlv by demographic 
characteristics. The patterns ure generally consistent with one's 
intuition: WIN participants with characteristics which are indicative 
of a lack of maturity or family responsibility (such as j-outhfulness, 
not being n household head, having few dependents) or which put 
them at a disadvantage in the labor market (such as being female, a 
school dropout, or having little labor force experience) had greater 
(lifRculty locating employment and generally higher dropout rates. 
(.Sec bcfow for a detailed stmlmar^^) This is not to say that WIN was 
less effective in impro\'ing the employment pro.spects or increasing the 
earnino:s of these groups. Aigain. there is no way to determine from 
these data wliether WIN haclany impact at all. 

Sensitivity to Cyclical Economic Conditions 

WIN's ability to place trainees is very sensitive to cyclical economic 
conditions. At current enrollment levels a 1 percentage point inerea.se 
in the national unemployment rate increases the number awaiting 
job placement by an estimated 3,000 people. This is about equal to 
tlie number of trainees who successfully complete the program each 
month. 

5. Work Disincentives 

The high benefit reduction rates confronting many AFDC recipients 
mav discourage work effort and hinder the success of the program. 
Earnings above $30 a month are taxed at a two-thirds rate (although 
generous deductions for work expenses are allowed.) The benefit reduc- 
tion rate is higher if the family is a recipient of other income-tested 
assistance. Regardless of the amount of his earnings, if an AFDC 
father is employed more than 100 hours a month, his family is ineligible 
for assistance. 

6. Ineffectiveness of Penalties for Refusing Work or Training 

If a person is referred to WIN, but refuses to participate, the law 
requires that his family's welfare payment be reduced and that, 
instead of an assistance check, the welfare agency nuist make direct 
j)ayments to merchants for the majority of the family's expenses. 
These sanctions arc ineffective for three reasons: (1) the penalty does 
not apply to mothers who volunteer for training, and most of WlX's 
cUentelc arc volunteer mothers. (2) Because of the administrative 
expense of making direct payments to merchants and reluctance to 
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impose Imrdshij) on a fainih^ welfare ngcneios freqiientlv do not 
impose the penalty. (3) Because a family is ineligible for AFDC once 
a father is employed more than 100 hours a month, family income ii5 
often reduced less if the father refuses to participate in WIX and 
accepts the i)enalty than if he accepts emplo3'ment. 

7*. Prospects for Future Success 

WIX has been a small progi-am relative to tlu; «i/,e ami £rro\vlh of 
the AFDC pojndation. Given the work disincentive?, tlie virtual 
ahsonce of i)onalties for noncomi)liance, the rcluctance of emi)lovors 
to hire AFDC recipients, ami tho high naticmal unemi)loyment rate, 
it is remarkable that WIN's i)larnnient rate is as high a?; it is. Sinco 
there is ovidonce that WIN authorities enrolled persons who woidd 
be easiest to place, tho ])rosi)Ccts for improved plnccniont rates and 
subsequent reductions in the welfare rolls through expansion of a 
sirnctnrally unaltered i)rogram are nt encouraging. 

S. Becommended Changes 

The recent inclusion in the tax code of a tax credit to employers 
for 20 j)ercent of the wages i)aid to WIX i)articipants (hu'iug tlieir 
first year of emplovinent should make it easier to place trainecvs. 
But tho limits on tliis credit reduce its i)Otential for nirreasing em- 
ployment among welfare recii)ients. 'JVenty i)ercent of wages aro 
allowed as a credit up to a maximum of S25|O0O per emplover! (This 
is equivalent to the credit for only 2.5 full-time workois at a S2..50 
hourly wage rate.) Thereafter the credit is halved to 10 percent, 
severelj^ reducing the attractiveness of WIN graduates. Also, a tax 



nient agencies; a direct wa<re subsidy would. 

Although the tax credit is a welcome improvement hi WIN, plans 
for rigid enforcement of the sanctions against dropouts without 
simidtaneous increases in work incentives" serm ill-consideied. An 
enrollee can always sit through training, and then avoid emi)loyment 
by making himself sufficiently- unattractive to a prospective emplo3-er. 
In the absence of financial mducements, resistance from those com- 
pelled to participate can be expected. Finally, reducing the largo 
number of WIN partirii)ants who dropout for legitimate reasons is 
goipcr to require iniproved labor market conditions, longer periods of 
training to provide greater skills, and solutions to particii)ants' 
health, transportation, and famih'-care problems, all of whicli mav 
l)rove expensive. 



No controlled studies of the impact of JOBS on the emplo3^ment 
and earnings of enrollees have been conducted. Even the number of 
])ersons reported by the Labor Department as placed through the 
program is suspect. The data that have been collected are unverifiable 
and unanal3-zaDle. 

1. Unverifiahk Data and Exaggerated Claims of Accomplishment 

The objective of the JOBS program is to place disadvantaged 
persons who need on-the-job training and sui)portive services in private 
industry jobs. In June, 1970, after yeare of operation, N^VB and the 
Department of Labor were reporting 494,000 trainees hu-ed under the 
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progmm and n reteiitioii rate of 47 percent. The Govenmieiit Account- 
mg Office (GAO) found that these statistics uere unreliable. Detailed 
quarterly reports on trainees required from employers were not being 
l)ro\-ided, and the number of persons reported as hired frequently 
exceeded the number actually hired. In a significant number of cases 
the reported information could not be verifie'Jl, because employei-s had 
maintained no records on the trainees. 

The number of disadvantaged reported as hired was further distorted 
because employers themselves frequently certified trainee applicants 
as disadvantaged rather than referring them to the cmi)lovment 
service for this determination. Consequentlj;, a significant number of ' 
persons who were not disadvantaged were hired under the program. 

2, Nfunerous Instance of NonJulfiUmeni of Contracts and Subversion oj 

Program Goals 

Although many firms are sincere in their efforts and committed to 
aiding the disndvantagefl, a number of problems with the program 
are nianifest. The objective of the JOBS program is not just to place 
the disadvantaged in the kinds of jobs they might have gotten any wav, 
but to train them and place them in jobs requiring significant skilfs. 
Two studies (GAO, 1971 and Greenleigh Associates, 1970) found 
that many of the jobs filled under the program were positions tradi- 
tionally held by low-skilled and unskilled persons. Greenleigh con- 
cluded that most of the Jobs pledged by emi)lo3'ers were concentrated 
in occupations which historically have had high turnover rates. A 
simificant number of employers did not supply the supportive services 
which were stipulated in their contracts and for which they were 
reimbursed. The GAO felt that responsibility for these problems laj^ 
largely \nth the Labor Department for inadequately monitoring the 
jrogram and for rushing through contract negotiations with only 
imited consideration of the manner in which training and supportive 
ser\'ices were to be provided. 

3. Estimated Economic Impact 

The Labor Department has drawn a random sample of 12,000 
from the social securit}'- earnings records of JOBS emplo^'ees, com- 
paring their earnings for 1966 (prior to the inception of JOBS) with 
those for 1968 (the program's first j-ear of operation). The mean 
earnings of these workers increased from Sl,499 to $2,592, a dif- 
ference of §1,100 and a 73-percent change. The number reporting no 
earnings decreased by 90 percent, and those with earnings between 
$4,000 and S6,000 increased by 50 percent. 

4' Criticism oJ Estimated Economic Impact 

These are impressive gross figures, and it would be hard to believe 
that the program did not account for a sizable portion of the gains in 
employment and earnings. Nonetheless, this is only a before-after 
comparison. The studj- of Social Security records had no control 
group, and did not correct for the influence of other variables. 

Although it is possible that the program improved the status of 
individual trainees, their progress may Jiave come at the expense of 
others who were displaced. In either "an expanding economy or one 
with a conripetitive structure and do\TOwardly flexible wages and prices, 
newly trained people can be absorbed easily. Where markets are not 
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competitive and wages and i)ri(Ts are doAvnwardly infloxiI)lo, di?;- 
placoment is a very real possibility. Furthermore, the num(M'ou>; 
mstances of trainees hohling unskilled jobs sugfjests that there may 
have been ver}'' little net increase in the niunber of disadvantacred 
persons employed throughout the economy. The program mny have 
served morel}' as a subsidy to firms who filled vacancies created by 
the attrition of some of their low-skilled employees with other low- 
skilled workers. From the available data it is impossible to detcnnine 
what the net imi)act was. 

5, Sepyuiv-Uy to Oyclical Economic Condiiiom 

During the first 2 years of JOBS' operation unemplo^'mont rates 
were low (3.5-3.6 percent), and firms had difficulty filling vacancies. 
The increased contacts through JOBS between enmlovers with vacan- 
cies and the EmploymeUt Service, WIN, and CEP may have in- 
creased employment aniong the disadvantaged during this jicriod. 
But when unemployment rates began to rise in 1970, firms laid off 
workers and canceled JOBS contracts, Per.sons who had been jilaced 
through the JOBS program had little seniorit}' and were among the 
first victims of the recession. 

6, liecommendations jor Improving JOBS 

It is possible to design a decentralized, on-the-job training program 
which fulfills the objectives of JOBS. However, it requires intensive 
monitoring to insure that initially unskilled persons are trained for 
skilled positions. Applicants must be screened to assure that they are 
disadvantaged, traming must be supervised, and payment to firms 
must depend at least in part on retention of the trainee in an accept- 
able job. 

Unless workers are retained in skilled positions following the com- 
pletion of training, it is very difficult to verify that they were trained. 
As it stands, the JOBS program jirovides no incentive for retaining 
the worker. Firms arn paid a subsid}- only during the training period. 
This creates an opportunity for employers with high turnover rates 
among their low-skilled workers to subvert the program. The solution 
to {hi.s problem is to make partial pa^Tiient ol the training subsidy 
conditional upon the employee being retained in an acceptable job 
for a specified period of time followinc trainin^:. 

The recommended changes are likely to increase the cost of the 
program, as well as the benefits. Moreover, these changes do not 
guarantee that the improved status of the trainees ^rill not come at 
the expense of other workers who \vi\\ be displaced. 

7, Difficult Jor Small Firms To Participate 

A recent survey of 940 companies participating: in JOBS revealed 
that onl}' 2 percent were small firms emploWng fewer than 100 persons.* 
Small firms are reluctant to participate, Gecause it is much more dis- 
ruptive for them than for large corporations to hire and integrate into 
their labor force workers who require special training, superrision, 
counseling, and supportive serrices. Since almost half of all private 
sector jobs are in firms with fewer than 100 employees, the \-irtual ex- 
clusion of such firms from the program severe!}* restricts JOBS' poten- 
tial eff*ectiveness. 

»Tho Conference Board. Employing the Diiadcantagcti: A Companu rernpccHvc, Sew 
York, 1072. 
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As long fts the primary objective of JOBS remains the trninin<r of 
(lisadvantnsed persons for skilled positions, it is s^oinjr to be difficult to 
involve smnll em])loyers. They coidd be offered libefnl incentive pay- 
ments, but thnt might prove quito expensive. There are no similar 
obstacles which would prevent small firms ^'rom participating in n 
wage subsidy scheme, but a wage subsidy carries no assurance of train- 
ing and placement in a skilled position. 

Differential Impacts op Training by DEMOGRApmc 
Characteristics 

The evidence presented below for MDTA and NYC out-t)f-school is 
based on control group comparisons. No such study of WIN has been 
made, and, hence, no estimate of its impact is available. Differential 
placement and dropout rates for WIN participants are given, but these 
shoidd not be interpreted to implv differential impacts from training. 

/. Sex 

MDTA.— The two studies conducted thus far found that males 
who were exposed to institutional traininff had simificant 
increases in earnings, while females did not oenefit. Iiowever, 
women had larger increases in earnings from on-the-job training 
than males. 

NYC Out-of-School. — Females had vers* small earnings increases 
as a result of training (S83 annually for those vith 10 years of 
education, the mean educational level). The estimated benefits 
for women were not sufficient to generate social benefit-cost 
ratios g^reater than 1. Males with 10 years of schooling expected 
annual earnings increases of $502. The benefit-cost ratios for 
men at every educational level exceeded 1. 

WriN.— Women displayed lower placement rates, lower dropout 
rates, and higher rates of termination for legitimate reasons. 
The significantly lower dropout rate for women may reflect the 
fact that almost all female participants were volunteers. AFDC 
fathers were referred to WIN whether they wanted training or 
not, and hence, they may have been less motivated. Although 
women may have been more motivated, they face more barriers 
to employment. Greater family care responsibilities, the 
frequent breakdo\\-n of child care arrangements, and fewer 
employment opportunities may account fo; the higher rate of 
legitimate termination and the lower rate of successful 
placement. 

8, Edxicaiion 

MDTA. — Training had a greater impact on the earnino^s of 
those with le>s education. Several studies found that training 
benefited high school dropouts more than graduates. At least 
two studies found that training had the gi-eatest impact on 
those with only grade school education. 

NYC Out-of-School. — High school dropouts showed higher 
benefit-cost ratios than graduates. 

WIN. — Hifirh school iriaduates were significantK- easier to place 
than high school dropotits. High school dropout.'^ had higher 
dropout rates from WIN than any other educntionnl group. 



Those participants with the lowest levels of grailo school 
education (I to 4 years) had both the lowest placomcat rates 
and i\u\ lowest dropout rates. The low dropout rate for this 
p:roup IS particularly poignant, for it suggests they wore not 
failing for lack of trying. 

5. Hace 

MDTA. — The differential effect of training by race ha:; not 
been \yol\ investigated. What little evi(^nce there is (one 
study m Michigan with a samjde size of 150) suggests that 
white*; benefit more from tramin^^ than blacks, but both 
groups experience increases in earnings. The explanation for 
the differential effect of training on the productivity of white? 
and blacks (if in fact one exists) is unknown. The most reliable 
investigations of the issue found that cliscrimination rather than 
inotivation or inherent personal differences accounts for tlie 
inequality in earnings and employment. 

NYC On t-of-School.— There wa.s no evidence that training had a 
differential impact by race; whites and nonwhitcs benefited 
equally from the program. 

WIN. — Placement rates for blacks and whites were identical at 
21 percent, but other ethnic groups (American Indians, Mexican 
Americans, Puerto Ricans, and Orientals) had only a 15 
percent rate. There were no significant differences in the 
dropout rates of women hy etlmic origin, but nomvhite males 
had a dropout rate of 28 percent as compared to 19 percent 
for white males. 

4. Age 

MDTA. — There was no consistent relationship between age and 
the impact of training. 

WIN. — ^Youths and older workers had more difficulty getting 
placed. Placement rates increased with age up to age 54- and 
declined thereafter. Dropout rates were venr high for trainees 
less than 18 years old (33 percent for males, 27 percent for 
females), and declined with age thereafter. The dropout rate 
for males 65 and over increased sharply. 

6. Indices of Maturity and Family liesponsibiliiies 

MDTA.— The two studies which investigated the issue found no 
consist<5nt relationship between the effectiveness of training 
and marital status, status as a household head, or number oT 
dependents. 

WIN. — Placement rates were lower and the dropout rates higher 
for those participants who were not household heads, had P';vr- 
been married, or had few dependents. 

6. Previous Labor Market Experience 

MDTA. — Persons u-ith a history of extensive unemplovment 
pnor to enrolling in MDTA had larger increases in earning 
due to training than those who had been employed or those 
w*ho had been unemploAxd for shorter periods. One studv 
((Jlvmpus Research Corp., 1971) found that those trainees 
with the lowest earnings and wage rates prior to training 
expe rienced the largest increases in earnings and wage rates? 

• This «tudy did not xi^t a control ffroup. 
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WIN. — Placement rales increased and dropout ratos decreased 
with years of previous work cxperien^-e. 

Tliiis, the pattern of WIN" phiceinent and dropout rates is jrciiorallv 
consistent with one's intuition: partiripants witli chanicteristics whicli 
hulicatc a lack of family- responsibilities or of maturity or wliidi put 
them at a disadvantage ni the labor market had frreater difficulty locat- 
ing: employment and generally hixjlier dronout rates. But the j)attcrn 
of diflfcrential training: impacts for MDTA and NYU out-of-^chool 
participants is quite surnrising. Persons with less education and those 
with recent lengthy si)ells of iinomployment benefited more than those 
without these liabilities. Traihin": lias been successful among all age 
brackets and for persons with varying degrees of family rospoiisibility; 
no consistent differential impact emerged. The results of the limited 
research on effects by race were mixed, with persons of all races showing 
improvement. Wonriendid not seem to l)enefit from institutional train- 
mg, but some studies found that they benefited more than men from 
on-the-job training. 

ASSESSI.VG THE ResULTS 

Disadvantaged and low-income persons have responded to training 
and have become more self-sustaining. It is important that we retain 
our perspective, however. The results which we have been examining 
pertain to training programs during the last decade. Although the 
absolute number of trainees during that period was nuitc large, it is 
likely to be minisculc in comparison with the number for whom train- 
ing would be specified if manpower programs were adopted as a main- 
stay of income maintenance policy. No one know.s whether a massive 
traming effort for the low-income and welfare population will generate 
a similar outcome. 

Increased onrollmenLs will make it difficult to duplicate the quality 
of past training programs. Instnictors are a scarce resource, and 
attcnripts to hire more of them may increase the per capita cost of 
training. Selecting the positions for which participants should be 
tramcd is akeady an unccrtahi task, and the risk is multiplied as tbe 
program grow^. Judgment errors will occur, creating excess supplies of 
some occupational skills. 

Thus far, trainees have comprised a negligible proportion of the 
labor force, and the additional competitive pressure wliicb they have 
exerted on wage rates has probably been small. A much more ambitious 
program of training for the low-income population would encounter 
mcrcasing difficulties ?n getting graduates absorbed into the private 
sector. The most sanguine economic model (one which assumes flexible 
wage rates) predicts that einplovmcnt is available for the trainees but 
at somewhat lower wage rates. This, of course, would rcflucc the rate 
of return from training. In a world encumbered with institutional 
restrictions, noncompetitive firms, and powerful unions, placement in 
the private sector becomes more doubtful and a supporting program 
of public emplo^Tnent may prove ncce.s.sar\'. 

Almost all trainees in tJic past have been volunteers. If compulsory 
training were instituted for particular categories of welfare recipients, 
changes in tbe motivation, if not tbe qualifications, of the "partici- 
pant'' population could be anticipated. Even if future trainees were 
as capable as those in the past, resistance to mandator}' training could 



14 



produce results altogether difTerciit from those wiiicli have bocii Avit- 
iiessed previously. In nddition, if women responsible for Aoimg chil- 
dren are included in the mandated population, the problem of insuffi- 
cient child care arrangements ^yill have to be confronted, for these 
women to be able to remain active in the labor force. 

Fear of inflationary pressures has resulted in reluctance by the 
administration to pursue a policy of fidl employment demand, la the 
long nm, training programs should reduce some of the skill shorlnscs 
wtuvh help fan mflalion, but it woidd be naive to expect them to 
eliminate the problem. Given the scnsitinty of the success of man- 
power programs to the level of economic aclinty, continuation of the 
current macrocconomic policies ^\*ill make it impossible to realize the 
estimated benefits of trainintr. If imeinplovmcnt is not reduced below 
tlie 5 percent level, much of the Sl.O billion planned for manpower 
programs in fiscal 1973 could be belter spent on job creation. 

We have couched our discussion in terms of mcrensey in earnings 
due to tniining and the rates of return on investment. These are im- 
portant niensures of program success and economic efficiency, but their 
significance can be overemphasized. Although some of the research 
results suggest that the gains in earnings have been large relative to 
costs, they have not been large by conventional, social standards. It 
is sol>Gfing to note that even those studies with the most optimistic 
residts estimate average posttrainins annual earnings levels well below 
the poverty line. In a study of ^^DTA trainees m North Carolina 
(Sewell, 1971), the average posttraining anmml enmings for the 
trainees was $2,406, a gain of $433 over the nortrainees, but still $471 
below the povcrt}'' line for this group. In terms of the absolute and 
percentage gain in annual earnings as uell as the rate of return on 
mvcstment, female on-the-job trainees were the most successful of the 
North Carolina pnrticipants. Yet their posttraininjr annual earnings 
averaged onl}^ $1,857. In a more recent sample (Olympus Research 
Corj)., 1971), MDTA trainees did somewhat better, averaging $3,100 
in posttraining annual eamincjs. But this was still over $S06 below the 
relevant poverty line. If chnd care and work expenses have to be 
financed from these earnings, there is not much left for the anicnities 
of life. Training does reduce the poi'crty pap, but continued income 
supplementation is likely to be necessai^' for the graduates, 

Improving the EvALirATioK Process 

The robust expenditures for research and evaluation of training 
proE^ams ($179.4 million f.om fiscal 1962 through 1972) ^ areadis- 
turbinjT contrast to the anemic set of conclusive and reliable findings. 
Althoiigh some of the data may be necessary management informa- 
tion, much of what is collecteii r^s a rr»^tter of course by program ad- 
ministrators cannot be used to estimate the impact of training and 
determine the cflfectiveness of the program. 

Among the most glaring deficiencies are inappropriate control 
groups and short observation periods. An appropriate control ^oup 
IS essential if the impact of training is to be isc'* *ed and distinguished 
from the influence ol other factors. Frequently udies are undertaken 
\ntliout any control group. When a control ^ jup is included in the 

» Fedoral fnnda flnent for the evnloatlon. research, nnd dovelopment of training proCTnms 
b.r th«* Dopnrtmpnt of Lnbor. the D?nanmcat of Benlth» Education, and Welfare, the OAO, 
and the Office of Economic Opportunity. 
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rlPsi.m it is almost never established at the vimc that cnrollccs enter 
theTrainin- P?o'^^^^^ Evaluators are called, in after trnmm- ha.s 
occuSd Snd^are confronted ^^nth the almost impossible task o con- 
strSng a control proup ^^-ith the pretra.mng characteristics and 

'^&bteratiL'^periot'?a;elv List more than a year and usually less. 
ThU ton IK to dcternnne how bng benefits lost or whether thev 
rrrsuil lc^treo^ or S^^^ EvahTators are forced to base heir 
Stiniati^ of program effectiveness on uneasy assumptions about the 
duratioS of earnings gains. Tracking trainees and a control groiy 
o?J? an eSendS period of time is an expensive proposition, but i is 
nrolmblv no n ore Expensive and certainly more useful than much of the 
SaVa collec?iSraK^^ which has been conducted in the pas 

BccJuS^ the stnicture of programs and the. characteristics of their 
rliontelc ch"n«rc over time, a single evaluation, even one ^^^th an 
mSLcSn conducted at one point in time does not provide reliable 
fifomtion'-abourprogram effectiveness A standardized, ongoing 
evaluation procedure should be established. pvahmtion to 

Finally, enabling legislation usually assims the task of e% f^''"" t»on to 
thrpro"r im admmisfrators. Separation .of powers is a well-accepted 
and ^Sablc principle, and its application as appropriate. here as 
d"t;i ere. Adm^^^^^^ understandably ^^^^^ 

pro-rams as successful, and evaluations conducted by t^cm (no matter 
Kow conscientious they maybe) cannot escape being suspected of bia^,. 

inTpende^^^^^ accountable to Congress, should be responsible 
for evaluation. 



INTRODUCTION 

Manpower trnining ])ro<rrnms nre being iisod, and expanded i)ro- 
grams are being proposed as n technique for increasing tlie earnings 
of the poor. Both the administration's proposal for welfare reform 
(the Family Assistance Plan) and the Senate Finance Committee's 
counter-proposal (the Guaranteed Job Opportunity for Families) 
inchide pro\nsions for training. The Social Security Act has been 
recently amended to require all welfare recipients (\nth certain 
specified exceptions) to register w-ith the Labor Department for work 
or training. 

We now have had a decade of experience with manpower programs, 
and a voluminous evaluation literature has emorgetl from the attom])t 
to determine their impact. Although in the past trainees were drown 
only in part from the povertj- population, it seems appropriate to 
examine the accumulated en^ence from these programs before un- 
realistic expectations are generated regarding their powers to meta- 
morphosize the poor. Thus, a review has been made of the experience 
of a number of training programs, sening a variety of clientele with 
a wide range of techniques, in order to offer a considered judgment as 
to the likely success of r massive training effort. 

This sturly is not a comprehensive renew of the evaluation litera- 
ture.' Because the Sabcommittoe staff's research isfooused on solutions 
to the povertA' problem, some of the better and more recent studios 
have been exammed for particular insights into the impact of training 
on low-income and disadvantaged persons.^ 

Manpower programs may have been oversold m the past, fostering 
the illusion that they woidd (1) eliminate unemplo\Tiient which was 
unresponsive to economic growth, (2) mitigate the severity of the in- 
flation-unemployment trade-off by increasing the prochictirit^- and 
the occupational and geographic mobility of *^the low-income popula- 
tion, and (.3) reduce the duration of unemplo\*ment experienced by 
those displaced by automation. To these objectives recently has been 
added responsibility for stemming the growin«: tide of welfare recipi- 
ents by making the poor self-sufficient, and in the process so improvinir 
the character of the trainees that the incidence of a variet}* of anti- 
social acti\'ities (urban crime, parental desertion, dropping out of 
sohool, dnig addiction, and urban blight in general) will be perceptibly 
diminished. 

To note that these problems are still with us is to sa}- nothing sig- 
nificant about the degree of success of the training programs. Tlio 
evaluation of these programs is an extremeh- complex task, the ovi- 
dence is not all in, and the blizzard of statistical information has to be 
considered with circumspection. 

s^J'^l n comprehensive bibllojrrapb.v see Ernst W. Stromwlorfer. Review aiirf !^!/nthrifh 
of CoMt'EffrctivcncnM HtndieM of Voentional nntI TrrhnicnJ Kffuention, The Center for Vat.-i- 
tionnjjind Technical Edncatlon. Ohio State UnlrcrMty. Columbus. Ohio. January 6 1072. 
pp. I < i-2ir». 

L'^h^ f>fl1clal deHnltlon of n dlsndrnntnced person Is "n poor :»erPon who docs not linvc 
jtmtable employment nnd who Is either (1) n school dropout (2) n member of n minority. 
«3> under 22 years of npe (4) 4.% years of ace or over, or (r,i handicapped/' Manrownr 
Report of the Preslclcnt, March 10 lO. p. CO. In addition to these clmr.ncterlstlcs, we will 
he mncerned with anr trait which is likely to retlnce one s marketahUIty or meet with 
dlscrlmlnntlon In the labor market, e.p.. belns female or barln;; an arrest record. 

(IC) 
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Literature on five programs was exuinined: Manpower Develop- 
ment and Training Act (MDTA), Neighborhood Youth Corps (NYC), 
Job Corps, Job Opportunities in the Business Sector (JOBS), and tiic 
Work Incentive Program (WIN).^ MDTA ami NYC arc the hirgcst 
of the manpower training programs, and have been in operation the 
longest. MDTA offers a \nde ran^e of institutional and on-the-job 
in .niction; it serves disaiivautaged per.«^ons, although not exchisivcly. 
WIN treats only welfare recipients. NYC, JOBS, and Job Coi-ps deal 
c.<.elusively with disadvantaged persons, though each has its own 
structure and training: methodology. JOBS is a private venture which 
is federally funded. The majority of Job Corps centers trahi youths 
at. sites away from their home environment. NYC provides work 
experience, earnings, and training to high school students and drop- 
outs, and encourages them to continue their education. 

Information on the ni.unber of training program participants be- 
tween 1963 and 1971, the Federal funds obligated to train them, the 
^IDTA completion and posttraining employment record, and some 
selected characteristics of trainees appears in table 1. It is clear that 
(1) substantial public resources (S6.S billion) have been (levoted to 
exposing a sizable number of people (6.1 million) to training services 
during the period, (2) the percentage of MDTA graduates who were 
employed 6 months after completinff their traming has been on 
average somewhat higher for on-the-job than for institutional training 
(86 and 74 percent respectively, the percentages remaining fairly 
constant over time), and (3) since an increasing proportion of the 
clientele have displayed characteristics which are likel}'- to place them 
at a disadvantage in the labor market, the target population is being 
reached. 

3 Soc Sapplomentary Material for a description of the operation of these pro;:ram8 and 
the characteristics of the trainees served hy them. 
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Those figures are fairly uiirevealiiip: as a source for assessing tlie 
effectiveness of the training programs. wouhl like to know what tlie 
rate of return on the Government's investment was, whellicr the 
trainees experienced an increase in income, how much of any increase 
was attributable to the instruction wliich they received, and whetlier 
their posttraining work experience was lengthy and stable or merely a 
flirtation with employment. 

The beginnings of answers to questions like these can be fomul in 
the technical studies which we have examined. In order to provide a 
common basis for discussion wo begin with a methodological section, 
reviewing the criteria used for evaluation, the information required to 
isolate the impact of training, the difficulties involved in identifying 
and estimating costs and benefits, and the problems associated with 
making inferences from tlie results of these studies to the low-income 
population which is the likely target of an expanded training effort. 

A FllAMEWORK FOR EVALUATING TRAINING PROGRAMS FOR THE PoOR 

Program Goals 

One of the difficulties associated with evaluating training programs 
for the poor is the lack of uniform agreement (among policymakers and 
reseai'chers alike) on the specific objectives of the programs. One of 
the goals is ethical: to improve the distribution of mcome in society. 
Most of those eligible for training are considered to be at a relative 
disadvantage in the labor market, and the training programs attempt 
to correct tliis inequity by improving the trainees' earning capacit3\ 

However, there are alternative means of correcting a maldistribu- 
tion of income; namely direct transfer payments. This society has a 
deep-seated commitment to the work ethic, and other things being 
equal, it is considered preferable to equi]) the poor with the skills 
to provide for more of their own economic needs. Other things are 
not equal, however. Resources are scarce, government budgets are 
tight, and there ore limits to what we are willing to spend implement- 
ing the principle of self-support. The conflict is clear: wo would 
like to reduce the incidence of poverty, and we would like to do it by 
involving the poor in the mainstream of economic activity. But we 
are also concerned about efficiency, and the cost of training is a very 
relevant consideration. 

The conflict may be clear, but the limits of our preference for 
self-support are not. Some training programs are expensive relative to 
the benefits, but it is uncertain how much more society is willing to 
pay to achieve a given income increase for the poor through training 
rather than through some alternative means. Therein lies the problem 
in evaluating training programs as an antipoverty device. 

Although there is no agreement on the extent to which training 
should be subsidized, there are some generally agreed upon approaches 
to evaluating programs on the basis of their econonuc efficiency. A 
program is economically efficient if the benefits it generates exceed 
the costs. Training programs are an investment in the formation of 
human capital. Society has released some of its scarce resources (plant 
and equipment, instructors, workers to be upgraded) from their task 
of producing current output, and has devoted them to training 
workers. The allocation of these resources is efficient if in the future 




tho human oapitiil cnn produce output whoso vahio (discounted* at 
soiiio appropriate interest rate) is sufficient to cover the cost of tho 
inyostmont (tho lost current goods and services).^ This is tho general 
principle applied tliroughout our exauiinalion of training programs. 

It IS essential to remember, however, that even if the benefits of 
a jn'ogram are so small relative to the costs that the criterion of eco- 
nomic effic-ency is not satisfied, the program cannot be dismissed as a 
possible approach to the i)overt3^ j)roblem for three reasons: (1) Direct 
transfer payments are not administered without cost, and the benefits 
and tho costs of such programs would have to be examined in order to 
make a comparison ; (2) society's predisposition to increase the incomes 
of the poor through their own work efforts might be sufficient to 
warrant the extra costs involved in training; and (3) it is likely that 
there arc important, indirect benefits from trainhig (e.g., intergenera- 
tional efi'ects and reduced crime) which cannot be measured.® 

llie Evahtation Process 

Any benefit-cost analysis has four i)hases: specif3dng ])rogram 
objectives, defining appropriate conce])ts of benefits and costs, 
choosing criteria to evaluate the hivestnient ])rogram on the basis of 
these concepts, and measuring the benefits and costs. The theoretical 
criteria for cvaluathiff investments are well develo])ed, and will be 
discussed briefly. Altliough enumerathig the benefits and costs is 
basically an accounting ijrocedure, some understaiuHng of economics 
and the workings of an economy is required to avoid un])roi)er inclu- 
sions or omissions. After all, we are attempting to isolate and assess 
the impact of mani)o\ver i)rograins not hi a sterile, controlled labora- 
tory environment, but in the changing and uncoiifined setting of tho 
entire economy. This greatly increases the number of variables and 
their interactions. Tho relevant outputs and exi)enditures are altered 
by the perspective from w^hich one examines training programs, that 
of society as a whole, that of the taxpayers who finance tho project, 
or that of the recipients of training. This topic will be treated in 
some detail. Of the three phases, the estimation process is subject to 
the most uncertainty, and the dimensions of the problem are increased 
by the difficulty of approximating a controlled, exi)eriinenttil setting. 
Irwestment Criteria 

^ There are three well-established criteria which are used to evaluate 
mvestnient projects: the benefit-cost ratio, the net present value, and 
the internal rate of return. The benefit-cost ratio results from divi(lin<y 
the discoun ted future benefits by the discounted |costs.^ A project 
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allo(5ate(l. Finally, tlic internal rate of return is that interest rate which 
cqunlijies the present value of the benefits and costs. If the piojoct 
Anelds an internal rate of retiu'n higher than the interest rate which 
the hivestor could have received for lending his funds, lha rate of 
return is acceptable. These criteria serve essentially the same piiri)ose, 
and all thrcc are used by the authors of the studies under discussion/ 
In cases where hudiret limitations preclude undertaking all efficient 




Since the interest rate enters explicitly in the determination of 
present values and is implicitly the standard of comparison for the 
internal rate of return, use of these criteria requires specif^dng a value 
for the rate of interest. As with benefits and costs, the conceptually 
proper interest rate depends upon the \iewpoint from which the proj- 
ect is being evaluated (that of the ta.\payer, society, or the trainee). 
However, regardless of the perspective, there is no general agreemeiit 
on the correct value for the interest rate, and hence some hititude is 
allowed the evaluator. Authors normally choose a range of values 
(usually between 5 and 15 percent). The Office of Management and 
Budget uses a lO-persent rate on all government projects. 

It is not possible to use benefit-cost analysis to determine the 
degree of success of a project when some of the goals established for 
the project are noneconoinic, i.e., results that cannot be assigned 
monetary values. One such goal has already been discussed: incomo 
redistribution. Another example occurs in the case of the -NiC: 
increasing the probabiHty that a trainee \nll complete his or her 
education. If a project is economically efficient and there is e^adence 
that the noneconoinic goals are also being fulfilled, there is a strong 
presumption that the project should be continued. A problem aiises 
only when some of the objectives are not being met and policymakers 
have not suppUed a set of relative weights for the multiple goals.° In 
such cases the various outcomes can be discussed, but the project 
cannot be fully evaluated. 
Definition oj Benefits and Costs 

A definition of benefits and costs should account for all the resources 
used by a project and all of the changes which occur as a result of it. 
There is considerable variation in the list of items identified as benefits 
and costs by authors of manpower evaluations. Such diverse thin^^s 
as increases in the earninffs of the trainees, secondary increases m 
employment due to multiplier effects, and hicreased tax revenues ac- 
cruing to the Government are counted as benefits, and the definition of 
costs ranges from the forgone earnings of cnrollces in traimug pro- 
grams to the Government funds expended to finance programs. The 

8 CoDSidcrAble controversy exists over, which of these criteria Ir the correct one. Dpnend- 




W. Stromsdorfer, A Ooat-EHectiveneaa Study o; vocauonai tiauoaiwn, inbucuio lor 
Ilesctirch on Human Resources, the PennsylvanlQ State University. University Pnrk, 



^*»''A\^8°igMng%Qt?ve^^ is essentially the snme thing qs giving monetary values to 
the DOnccouomic outeomes. 
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disparity is such tliat the same item may be counted as a benefit in 
one evaluation and a cost in another. *° 

For the most part these arc legitimate differences, exphxiuable by the 
dissimilar objectives of the evaluators. If the impact of the program 
on society as a whole is being estimated, a very different sot of relevant 
benefits and costs emerges than if only the cost to and effects on the 
trainees or the taxi)ayers are considered. For instance, increases in 
posttrainiug tax collections and in the Government's shai'e of training 
expenses are relevant for evaluati.^n fronx the point of view of the tax- 
payer. From the point of view of ihc trainee the benefit is the increase 
mliis disposable mcome aixd the principal cost is his foregone eanungs 
during the program. Definitions and measures of the relevant benefits 
and costs from each of the three perspectives are discussed below. 

A somewhat more subtle problem, wliich has not been well recognized 
and hiis caused considerable confusion, is whether benefibi should be 
defined as the impact of training on the actual output of goods and 
services or on the caiyacity to produce output, i.e., the potential in- 
crease in output at full employment." This philosopliic difference is 
not minor, and has serious implications regarding what should be 
counted as a benefit or a cost of training. 

If the increase in output or in net national product (NNP) is the 
definition adopted, then such tilings as multiplier effects must be 
counted as benefits of the training program. (Multiplier effects are 
increases in employment and output which occur as a result of the 
initial government expenditures on training programs, as well as 
increases which occur because the successful trainees have higher 
earnings, and will want to consume more, and additional persons 
Nvill have to be employed to produce these newly demanded goods.) 
If a graduate of a training program appears so attractive to industry 
that he is liired to replace an existing employee, then the displaced 
worker's lost income will have to be subtracted from the benefits. 
Similarl}*-, if a trainee vacates a job when he entiJi's the trainuig pro- 
gram, and the vacancy is then filled by some formerly unemployed 
worker (the so-called vacuum effect), then the foregone earnings of 
the trainee cannot be counted as a cost from society's point of view, 
because there has been no opportunity cost (reduction in production) 
as a result of training him. In general then, if one wants to measure 
the actual output increases and the actual costs associated mth the 
initiation of a training program, one must count the entire expansion 
in output as a benefit and the entire contraction as the cost.'^ 

This may be a proper question of concern to goyerunient officials, 
and one that shall oe discussed, but it hardly seems like an appropriate 
method of assessing the efficacy of training programs. There is nothing 
remarkable about a multipUer effect. Any exogenous expenditure can 
generate a real increase in output, given the existence of excess 
capacity and unemployment in societ3^ Long term unemployment 
experienced b}'' worfeers displaced b}*" trainees is not the fault of a 
training program, but rather of inappropriate macroeconomic stabili- 
zation policy. Similarl}'-, it hardly seems reasonable to blame a training 

« For cxampio, stlpemls to trainees are a cost from the Government's point o£ view, but 
they are a benefit from the trainees' viewpoint. , m , . t> „ * o^.. 

" EInar Hardin. "Bcuent-Cost AualvBls o£ Occupational Tralnlnc ProiKromB : A Com- 
nn risen of Kecent Studies," CoaUBcncfit Analysis of Manpower /»o»c/c«. Proceedings of a 
Nortli American Confcreace, May 14-15. 1000. G. G. Somers and W. D. Wood (ed.). Indus- 
trial Relations Center, Queen's University^ Kingston, Ontario. 1000. p. 101. 



» Ibid. 
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program, when trainees who have had then* marketable skills iii- 
crensecl cannot find jobs l)ecniise cyclical iineinplo^'nient is so high. 
It is not the provhice of tniiiiiiig programs to generate sufficient 
aggregate demand to maintain a full emplo^'ment economy. That is 
the responsibility of monetary and fiscal policy, and training pro- 
grams should neither be given credit for contributing to the creation 
of adequate aggi'eo:ate deinan(l, 'iior be condemned because it has not. 
been achio.vecT." The optiinuin context for evaluating training pro- 
grams would seem to be the impact on the capacit}*^ of society to 
produce additional output." 

Social benefits— From the point of view of the entire economy the 
benefits from training are defined as tlie change in full cmploynieiit net 
national product plus any externalities.^* The principal extenuilities 
are possible reductions in crime, and intergenenitional cfl'ects, e.g. the 
chilch^en of successful trainees will be more productive in the future or 
engage in less antisocial behavior because their family income lias 
been increased, they grow up in a healthier envh'onmcnt, tlie}^ receive 
more education and health services, etc. Only very crude attempts 
have been made to estimate values for these externalities, and the 
researchers generally conclude that the benefits are small enough to be 
"safely" ignored.^® Given the preliminary nature of the research on 
calculating externalities, they necessarily are ignored by all evaluations 
of inanpoNver programs. It would be premature to conclude that such 
omissions aremcoiisequcntial;iioono knows what their magnitude is. 

There are three statistics which are used to measure the social 
benefits from training: changes hi eaniings, wage rates, and employ- 
ment. While no one of these alone is a comprehensive measure of 
benefits, all three provide useful insights about the effect of training. 
Both wage and earnings changes understate the worker's increased 
productivity, because neither includes fringe benefits or employer 
contributions to Social Security.^^ Since it is difficult to obtahi data on 
fringe benefits, most authors settie for wage and earnings changes. 
However, ignoring employer Social Security taxes may not be 
inconsequential. 

Some authorities contend that an increase in earnings only indicates 
a productivity increase, if it is largely accounted for by an mcrease in 

"One of the functions of mnnpower prOKrams Ib to attack structurnl unemployment 
problnms, and thereby case the Hcrerity of the lnfliition>unemployinent trnde-off. Thin 
Bimpllfles the task of mnintniuinf? full omploymcut, but it is quite distinct from the 
rcBuontiibillty for inducing: adoqunto deranna. 

" Structurlnfir the ernliiation proccBs in this mnnner creates a problem which is difllcult 
to rcbolve. If the evaluation is conducted In a non^full-employment setUnpr. ohsen'ed prices 
for roHOurccs nnd outputs mny differ from their full empiovment, equilibrium values. ThiH 
could crente iinidentiflnble biases in the estimates. If one belieres that wapres and prices arc 
dovrnwnrdly inflexible, then the problem is mitigated for situations of unemployment. No 
ready solution presents itself for Inflationary situations, however. 

>*An externnl economy occurs if person A is better off ns the result of an nction by 
person B, the two hnvins not engaged in a transnction. A diseconomy occurs if person A is 
worst* off. 

Ribich examines the influence that additional yenrs of educntlon for parents hare 
on their children's pdncation. nnd then infera nn income pelntionship based on other 
, studios. He concludes that the benefits nre small. Thomns I. Ribich. Kducation and Pot:crty, 
'■ the Brookinps Institution, Washington. D.C.. 1000, pp. 101-*107. Belton Flelsher. ''The 
Effect of Income on Delinquency." American Economic Review, Mnrch 1900. pp. 118-137, 
examines the cfFcct of increnses in income on delinquency rates in low'income arnns. FMU 
matinpr cost savings on the bnsis of Fleisher's results, Ribich flnds that a community saves 
only $1,300 lo police expenditures if income increases by $300,000. 
"Hardiu, op. cit, p. lOlv 
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wngcs, rather tlum an increase in the duration of (Mnphiyinent It 
is argued that a w iv^e increase is a more sif^nificant gage because it 
indicates that the cniph)yer thought that the worker had become more 
vahnible. On the other hand, increases hi earnings due solely vo in- 
creases in eniployinent at the same wage rate are often only a re- 
llectioii of iig^ressive efforts on the part of placement officers or 
screening of job applicants by emplo3n^rs on the basis of a false criterion 
(Employers often use a credential such as u school diplonni or a 
certificate of completion of a training program to choose between job 
applicants. These credentials are not always good measures of pro- 
ductivil}' difTerences.) Both phicement efforts and selection on the 
basis of credentials make it easier for a trainee than his nontrained 
counterpart to find employment, even though there are no productivity 
differences between them. 

Indeed, there is some circumstantial ovidence to support tlie 
''sheepskin" and **^)laccment" hypotheses. A number of studies have 
observed that earnings and employment differences between trainees 
and their control group (noiitrainee counterparts) begin to disappear 
with time.*^ Such a reduction in benefits over time is what one woultl 
expect to observe if the earnings and employment differences were 
attributable to placement ofTorts and the effect of certification, 
rather than to actual differences in prodnctiyity. Additional supportive 
evidence can be found in the data on earnings differences for persons 
with different levels of formal education. The earnings advaiitaa:es for 
persons with more years of schooling remains throughout their life- 
time. This implies that if training improved real earning capacity, 
as schooling does, then the gains would have endured. 

Certainly these are plausible explanations for the observed dissipa- 
ti(m of training benefits over time, but there are a number of alterna- 
tive explanations which are consistent with real, initial differences in 
productivity. The trainees could have been given occupationally 
specific instruction, the benefits of which were ultimately wiped out 
b}'' technological or other economic change, or with the passage of 
time the noiitrainees could sinipl}' have received more on-the-job 
training from employers.-® Until the placement and sheei)skin hy- 
potheses arc tested more tliorouglily, it seems prudent to examine 
all three statistics: wage rate, earnings, and employment changes. 
If these hypotheses arc corroborated, however, tniining programs 
would prove to be an expensive method of providing placement serv- 
ices and sheepskins. 



"SeweM. op. clt., p. 4ti. Jjimps X. Morjrun iind Martin Daviil. "Educntlon and Income,'* 
Quartcrlff Journal of HScononUca, Auf^ust 11)03, arc evea more rif^ld about the measurement 
of productivity gaiuM» HUgf^cKtlnc that the chuime tii annualized ^YnKOH in the anpronrlate 
HtatiKtic, i.e., the chan{;e lu wagen per hour multiplied by 2.0U0 hourK. The implleatloa in 
that anyone who wurkH less than full time Ih {jwonintarily unemployed. Again, inadequate 
HncuI and monetary polieles are reKponsiblo for this, and the eKtlmate of the gaiUH *froiu 
traluin? wlU be biased downward unlesH the sugf^eKted correetiou Is made. Not nil uuom> 
ployinvnt is involuntary, however, and Kince the value of leisure in not included iu NNl', 
use of this measure mnv overestimate the ehanf^e in fuH employment output. 

i^In u followuu Rtudy in West VlrKhUa 4 years after completion of training, Somers 
and MeKechnio found an improvemcat In tlie employment of nontrainoes relative to 
trainees. Gerald SomerB and Qraeuie MeKeehnle, "Vocational Retraining Programs for the 
Unemployed," Proceedings of the 20th Annual Winter Meeting, Industrial Relations Re- 
search AsHOeUition, Gerald Somcr» (Qd.), 10U7. p. .H4. Two othi*r studies using the same 
West Virginia sample found employ meat and earnings differentials were slgnltleantly 
narrowe<I In the second year after training, narold GIbbard and Gerald Soniers. "Guvurn* 
mont Retnilninp of the Unemployed in West VirKlnia," and Glen Cala and Krnst Stroms- 
dorfer. "Retraining in West Virginia : An Economic Evaluation/' Itet raining the IJncm- 
Vtoyett, Gerald Somers (ed.). University of Wisconsin Press, Madison. IOCS. pp. SS and 
822, respectively. Cain and Stromsdorfer make special mention of the extensive placement 
and Job creation elforts of the program nuum^ers. 

3) The probability is smaa, but the control croup could also have had an Initial, sys- 
tematic preference for leisure. 

84-910—72 5 
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II is important to note that whether or not the benefits decline with 
time, increases in employment unaceom])anied by wage increases ina\' 
still be an indication of iiU])roved productivity. If exposure to a nian- 
l)()wer program has converted the trainee into a more reliable worker 
with a reduced incidence of absenteeism, this is surely an increase in 
human ca])ital. 

Social coasts, — The best definition of the economic cost of a ])rograni 
is '*the vahie of the output which coukl have been produced with the 
resources actuall;y^ eni])Ioyed in training." Thus, the wages of tnunin«' 
and administrative personnel, the depeciation of capital equipineiir, 
and the value of the outi)Ut which trainees could have been producing" 
arc all relevant social costs.-- 

Certain cost items arc ahva3^s awkward to treat: allocating joint 
costs, estimating the depreciation on capital equipment, and valuing 
payments in kind. (States are often i)ermitted to pay in kind for their 
share of training program costs.) Solution to these ])robleins usually 
involves some arbitrary decision. There are numerous, extended dis- 
cussions of these issues elsewhere.^ 

Because of the heterogeneous clientele, training costs for indivi<luals 
in the same program may differ widely. Few evaluations attempt to 
relate cost differentials to the socio-demogra])hic characteristics of the 
trainees. Although this does not affect the estimates of the rate of 
return for an entire program, it is clearly a ])otentinlly serious source 
of error in estimates of rates of return by socio-demographic categories. 

Private benefits and costs. — Benefits are usually measured by any 
increases in disposable income which the trainee receives during his 
lifetime and which result from exposure to training. Costs are measured 
by any disposable earnings forgone during the training. Again, these 
statistics have the weakness of omitting fringe benefits. However, a 
change in transfer payments re])resents real change in an individual's 
dis])osable income, and hence is counted. 

Taxpayer or government benefits and costs. — Increases in taxes (all 
taxes — hicoine, sales, property. Social Secmity) paid by the trainee 
plus any reduction in transfer payments (such as unemployment com- 
pensation and welfare) for which the trainee would have been eligible 
constitute the benefits to the government. Training expenses (any 
direct financial expenditures associated with the program, including 
training allowances to enroliees) and reductions in taxes paid by the 
trainee during the program comprise the costs." 

An illustrative example which calculates benefits and cost from the 
three points of view appears in Supplementary Materials, Section II. 
Isolating the Impact of Training 

The question "What is the impact of training?" is unanswerable. 
The efficacy of training varies with the characteristics of the individual 
trainee and the economic conditions confronting him when he leaves 
the progra m and enters the labor force. The relevant question is 

31 IJInar llnnlln and MIchnDl Bovuh, Tha ICcoyiomio lleneflts ami Cont9 of Rctrainina, 
D. C. Ilonth & Co.. MnKsnclmHctta. 1071, n. in. 

^ Oiip thorny conccptunl iKsiie in whether transfer pjiymentR. Ruch hb Riipport imymentB tu 
tra noes while they are enrotlcil In trnlning. nhoulrt be coanted hr ii program coHt. From 
KoeletvH iiolnt of view they Khoiild not he, becniiKe conKumptlon bcncllts foregone bv thi* 
ri Vii 5 vho flnance these paymentR urc gained hy the trnlneefi. Glen Cain iind liobln. 

KvnluntlnjT Manpower TroKraiaH for the DIsndvnnt«Ked," In G. G. Somcr.'< 
and n . D. Wood (ed.), op. cit. p. ItiS. 

.See Strom«lnrfer op. cIt.. pp. 30-01 for a hrlef diRCaaslou. 
lltirdln, op. cIt., p. 103. 
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*^\Vhnt is the impact ot training on whom, whore, and under what 
circiuinstanccs?" 

The local unemplovmcnt rate is perhaps the most obvious of the 
variables which could influence the participants' economic situation, 
and its effect must be distinguished from that of training. Discrimina- 
tion in tlie labor market on the basis of race, age, and sex has been well 
documented. Since the intensity of such discriniination is likely to vary 
with geographic location, it may be desirable to control for region 
(Xorlh, South, etc., as well as urban and rurul). Level ot education and 
prior labor force experience are important determinants of earning 
capacity. Marital status and number of dependents arc indications of 
obligations and responsibilities, and can often serve as a proxy for the 
motivation of the participants. In general, in order to isolate and 
measui o those changes in the enrollees' economic situation attributable 
to traiuinj; alone, the study design must control for those demographic 
characteristics and external influences which have an impact on labor 
force expeiience. Sampling is expensive, however, and analysis of some 
interestmg s:ocio-demographic groups is often thwarted by the limited 
numberof observed cases. 

Control group, — A crucial element in the design of any study is the 
control group: optimally, a group identical to the enmllees in every 
characteristic exci^ot exposure to training. The control group is a 
reference point, and the difference between its situation and that of 
the trainees in the i)ostt>;aiuing period is used to metisuro the effect 
of training. Proper statistical procedure dictates that both the control 
i^roup and the trainees be randomly selected from the population of 
interest. 

Very few evaluations cai: comply with this requirement. Evalua- 
tions usually are made on a post facto basis, and reconstruction of a 
satisfactory^ control group is often impossible. Because control groups 
were inappropriate some evaluations of pre-1966 MDTA programs 
are suspected of overestimating the effectiveness of trainino;. Prior to 
this (late program administrators engaged in creaming — usmg intelli- 
senco and aptitude tests to select the most capable and easily^ marketa- 
ble applicants.^ Thus, a control grouj) drawn from the remaining 
applicants was likely to be composed or less able people. 

An unknown bias may be introduced if the control is drawn from 
uonapplicants. Eligibles*^who do not apply for training may be less 
iutellicent or less motivated. On the other hand, they may be more 
self-reliant and independent, and feel that they do not need the 
assistance of a manpower program to extricate themselves from their 
current situation. Clearly, picking a control group* is hazardous and 
should be undertaken with considerable care, since the results of a 
study are quire sensitive to its composition. 

All too frequently, evaluations have used the enrollees tliemselves 
as the control group, using the change in the trainees' economic situa- 
tion as the measure of benefits.^^ Such before-after comparisons can 
describe what happened to the trainees, but they cannot identify the 
cause ot any changes. In particular, the eft'oct of training cannot be 

■n.Sincp 1060 this prnctlce hns been largely discontinued. At that time Congress amended 
MDTA. Btlunlntlnp that 05 percent of enrollees be disadvantaged. "Manpower Ueiiort of the 
rrosident." 1000. p. 78. . ^ . « 

»»For exnmplc, Olympus Research Corp., "Totnl Impact Evnlnntlon of Manpower Pro* 
prani3 In Four CltieH," August 1971. one of the most comprtrlicnslve of tho manpower 
evahiattons uses beforc-aftcr comparisons rather than a control group. 
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ostiiimtccl because there are no untrained persons in tlic sample. Some 
enrollecs arc likely to be experiencing unusual, transitory economic 
reverses, reverses from which they would have recovered without 
benefit of manpower trnining. Their pretrainiug earnings understate 
the earnings which [\wy would have received in the absence of train- 
ing. Jf these people arc used as their owii control grouj), the influence 
of training will be overestimated. 'J'hc most telling indictment of before- 
after conii)arisons is, that they arc unable to determine whether ob- 
served changes in the trainees' economic position are due to training or 
to some other external change (such as a general increase or decrease* 
in the dcmaiul for labor. 

Length of obsenaiiori period. — The expense of engaging in a longi- 
tudinal study has severely limited the length of the observation penod 
for most evaluations. Few studies track the participants for juore than 
a year, and only one is available with a followup sample 4 years after 
the comi)lctiou of training. The projection of benefits lO^vears into 
the future is a standard and unnerving practice, and it is the rare 
program whose benefits are so apparent and whose payback period 
so sliort that such i)rojections are unnecessary to estimate a positive 
rate of return. Since our confidence in the reliability of such projec- 
tions has been somewhat siniken by the preliniinar}^ evidence that 
training benefits may .diminish within a few years, evaluations with 
longer observation periods should be funded. 

^ Sec ScweU, op. cU., pi). 23-24, for an oxtcmlcd discussion of these points. 
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MANPOWER DEVELOPMENT AND TRAINING ACT 



MDTA is the manpower program with which we ha\'e had the most 
cxpcricnco (1.7 million trumees over the coui'se of n decade). The 
?;liaracteri.stics of the cnrollecs vary widely, aiul training has been 
both institutional and on the job. It is a potential fount of information 
and has been studied extensivel3\ 

MDTA's very breadth, however, makes it an unwieldy subject, and 
prochulcs any simple, unqiialifietl detenninatiou of its effectiveness. 
In the niid-1960's MDTA's focus was changed to concentrate on dis- 
ach'anta«:e(l trainees, as opposed to those who were considered easily 
em])loyaDle. Unfortunately, only three of the benefit-cost analyses 
wore condiicted after this change in structiu'c. The most recent of 
those (01ym])us Research) is weakened by its reliance on before-after 
comparisons. (Refer to table 2.) Of the other two, Sewell's sam])le is 

TABLE 2.-C0ST-BENEFiT ESTIiffATES FROM SELECTED STUDIES OF MDTA 



Name of study 



Time 
period ^ 



Location 



Experimental groups 



Control group 



internal 
social 
rate of 
return 3 
(percent) 



1. Main 

2. Hardin and Borus 

3. Mulr.elal 



a. Institutional. 

b. On-the-job.. 



1965-66 Nationwide... MDTA graduates and 
dropouts. 

1962-65 Michigan TyiDTA enrollees 



1963-65 Nationwide 
judgment 
sample 



Unemployed relatives or 

neighbors. 
MDTA applicants 



MDTA graduates Before-after comparison 



4. St'romsdorfer.. 

5. Seweil 



a. Institutional. 

b. On-thHob-, 



1959-63 West Virginia.ARA and State program Unemployed workers., 
graduates. 

1965-67 North MDTA graduates: Nontralnee applicants 

Carolina. disadvantaged rural 
workers. 



6. Olympus research. 



Enrollees in MDTA and 
other training 
programs. 



7. Smith. 



1969-70 Boston, Enrollees in MDTA and Before-after comparisons.. 
Denver, * * ' 

San 

Francisco 
and 

Oakland. 

1967-^ Nationwide... MDTA graduates Simulation based on 

before-after comparisons 



15.9 
14.7 



54.0 
56.0 

138.0 



6.3 
49.0 

(0 



12.2 



t The time period includes the training period and the foltowup observation period. 

- in general these studies examine groups in addition to those for whicn rates of return are given. Main, Hardin and 
Borus, stromsdorfer, and Smith examine in-^titutional training only. 
3 These rates of return are based on an assumed ben^ifit duration of 10 years. 
< Rates of return were not available for this study. 



Synthesis, p. 99. The citations for the evaluations are: 0) Eart 0. 
b Training, Journal of Human Resources, spring 1968. (2) Einar 
i of Retraining, D.C. Heath & Co., 1971. (3) Allan H. Muir, et ai.. 



Source: Modified from ErnstStromsdorfer, Review and S)r 
Main. "A Nationwide Evaluation of MDTA Institutional JoibT 

Hardin and Michael E. Borus, Economic Benefits and Costs 0. „, , 

Cost/Effectiveness Analysis of On-the-Job and institutit-ual Training Courses, Planning Research Corp., 1967. (4) Ernst W. 
Stromsdorfer, "Determinants of Economic Success in Retraining the Unemployed/' Journal of Human Resources, spring 
1968. (5) David 0. Sewelt, Training the Poor, Industrial }i'elations Center, Queen's University, 1971. (6) Olympus Research 
Corp.. Total Impact Evaluation of Manpower Programs in Four Cities. August 1971. (7) Ralph E. Smith. An Analysis of 
he Efficiency and Equity of Manpower Programs, unpublished Ph. D. thesis, Georgetown University. September 1970. 

(20) 
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j'elativcly small, dnnvii entirely from a rural setting, and ulniost 
excliisivclv black, while Smith's study shuulatcs control group carninjrs 
and employment. One of the most scientifically designed studio?; 
(Stronisdorfer) is so out of date that it trcuts trainees from MDTA's 
precursor, the Area Redevelopment Act, and the sani])lo is comi)osc»d 
of rural, white Appalachians. Of the nationwide studies. Smith's is 



unorthodox fashion, and Muir et al.'s results are suspect because of 
the use of unmodified before-after comparisons. 

The studies by Stromsdorfer, Hardm and Borus, and Sewell are 
technically the most tliorough and sophisticated of the evaluations, 
but each has important limitations. All are area studies, but given the 
diversity of the countrA'-, it sceins impossible to develop an intensive 
evaluation whose results are uniformly applicable tliroughout the 
Nation. Only Hardhi and Bonis include urban as well as rural partici- 
pants. Sewell alone is able to distinguish between the impact of 
on-the-job and institutional training, and SeweJl's is the only sumplo 
comi)osed primarily of disadvantaged i)ei*3ons. 

It is encouraghig that, with the excei)tion of Sewell's estimate of the 
rate of return to institutional training, all of the studies indicate posi- 
tive and largo social rates of return. (Tlie change in earnings due to 
training is used to measure benefits.) It is quite unlikely tliat such 
consistency would have been obtahied if MDTA were not achieving 
some success. However, it is worth noting that if the benefits are as- 
sumed to last only 5 yeai>> instead of 10, then the SeWcll, Manx, Hardin 
and Borus, and Sinitli anal3\ses would generate unaccoptably low rates 
of return.* In light of soine jM-elimniaiy evidence that carmn<!:s differ- 
entials may decliixe within a few years after trainhig, it seems pre- 
mature to celebrate ^IDTA's achievements. 

The rates of return in table 2 are estimates for entire profjrams, and 
as such do not reveal the very different impact that training has on 
various socio-economic groups. Since we consider Sewell's study to ho 
the best piece of analysis for distuiguishiiig such eft'ects, the discussion 
is organized around it, with additional evidence (supporthig and 
contradictory) drawn from the other evaluations.'^ 

Insfitutionalvs. On-iha-Joh Training 

One of the most important findings in Sewell's study is that on-the- 
job trahiin^ seems to oe a good deal more successful than institutional 
training. Ihe results are given in table 3. The entries in the table 
are estimates of the increase iii trainees' weekly earnings, hours 
worked per week, and wage rate relative to nontrainces. These esti- 
mates were made after controlUng for the influence of other variables 

^ Tho^ Hardin and Borus nnd ScwoU instltutlonnl cstlmatos arc uo^nUve under this 
asBimiptlon. 

" Sowoll's study is excoptlonnl for two reasons. Aelde from having a cood control Rronp 
nnd Including the ronjor di'inoprrnphlc varlnbles In tho refrrcsfilon equations, trnlnln^; wus 
conducted In a inbor mnrkot nren which wns clone to full I'mplovmont ThUK, the nifincnce 
of Inndequate demnnd was probably never present. Secondly his Is the only study which 
incorporates dlrc^ctly Into tho rcgresMlon n motlvtitlon vnrlnbfe. defined as a measure of tho 
HntlKf action which the individual derives from ovprcomlni; obstnclos by hlH own efforts 
(Sewell. p. 118). Other evaluntlons caution thnt Pome oaiittcd variable may be responsible 
for the beaciits which have boon attrlbutcil to training. The mo»t likely cnndldntc has 
alwnvs been Indlvldunl motlvntlon, nnd by direct Inclusion of a measure for this effect 
Scw(>ll has overcome n longstnndlng concern. 

The study's most prominent w'cakneseeR f^tcm from its exclusively rural setting nnd 
nImoRt entirely blnck snmple popnlntlon. There 1p. therefore, no opportnnlty to cstlmnte 
differential Impncts of trnlnlng by rnce or In an urbnn environment. The fnct that the 
coiinty«of-reKldcnce vnriable showed both statistical aad practical slgnlflcance IndlentOf: thnt 
It was an Importnnt proxy for somethlnp. perhaps differential employment opportiinltlex or 
Indnstrlal structnrcs. It Is a little disturbing that this variable was not fully exploited. 



the most reliable. Main': 




trol 



developed in a ratlior 



31 



such lis age, race, education, and motivation. (Soe note 2 to table 3 
for the Ust of all the variables induded in the analysis.) For example, 
lifter controlling for other variables, it is estimated that training 
increased the weekly earnings of female on-the-job trainees by $14.50. 



TABLE 3.-EFFECT OF TRAINING ON WEEKLY EARNINGS. EMPLOYMENT. AND WAGES BY SEX AND TYPE OF 

TRAINING 







Males 1 






Females > 






Waekly 
earnings 
(dollars) 


Hours worked 
per week 


Wage rate 
(cents) 


Weekly 
earnings 
(dollars) 


Hours worked 
per week 


Wage rate 
(cents) 




>7.4 
9.5 
0) 


i 


19.2 
25.4 
0) 


14.5 
17.0 
11.4 


7.7 
10.7 
O 


17.6 
2.4 
(>) 


All institutional trainees. 
Completers 


8.3 
8.5 
0) 


i 


22.9 
25.0 
0) 


(>) 


(>) 
(') 


-50.9 



> There were 287 mates and 157 females in the sample. 
, ^The statistics are the partial regression coefficients on the training status variable. The other independent variables 
in the equation are education, age. race, physical handicap, labor force experience, county of residence, mobility (number 
of States lived in since entering the labor force), and motivation (a test score indicating the indivlduars need to achieve). 
The coefficients are lntirpret>id as the improvement in a trainee's status relative to a nontrainee after controlling for 
ail the other variables. For example, male OJT trainees earned $7.40 more per week than nontralnees. All coefficients are 
statistically significant at the 1 percunt ievei. i.e., there is only I chance in a hundred that training has no impact and that 
the true coefficient is zero. 

'The estimate was not statistically slgnifcant at the 5 percent level. That is. at this level of confidence there is not 
sufficient evidence to conclude that training had any effect. 

Source; David 0. Sewell, Training the Poor, industrial Relations Center, Queen's University, I97I. 

On-the-job tndiiing led to a sio;nificant increase in the weekly earn- 
ings of both males and females, Nvhile only the earnings of male trainees 
were influenced by institutional training. Male earnings responded 
about equally to both types of training. However, the higher cost of 
Institutional training (utout tu-ice that of on-the-job training) resulted 
in on-the-job training being a much better investment for men as well 
as women.^ Even if one a.ssumes that the benefits endured for only 5 
3'ears; the internal .social rates of return* for on-the-job training were 
very respectable: 57 percent for the women and 17 percent for the 
nieii. The diflference in rates of return by sex is due to the fact that 
female nontrainees worked less relative to their trainee counterparts 
than male nontrainees relative to theirs. The rate of return on the 
institutional training of men was negative if a 6-year benefit life was 
assumed, and onl^v 11 percent for a 10-year life. The ineffectiveness, 
of institutional training for women is di.scussed later. 

Clearly, this conclusion could have major implications for the 
structure of manpower programs. Historically more than twice as 
many people have been exposed to MDTA institutional courses than 
to on-the-job training. If Sewell's results are true in general, then this 
pattern should be reversed. Unfortunately, sufficient iiifonnation is 
not available to infer that these findings are generally true; Sewell's 
sample is relatively small, ainiast exclusively black, and entirely rural. 
Projecting the results from this study to an urban training program 

s On-the-job training Is not ncceRsarlly universally cheaper than Institutional training. 
The cABt estimates by Muir et al. indicate just the reverse. 

«.Soo page 22 for the definition of the internal rate of return. The term "sociar* rate of 
roturn is used here because it is the social boncflts (measured by the increase in earniitgs at 
fun employment which are attributable to training) and social costs which are being 
discounted. 
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would be a precarious loup into the. dark.^ Additional evidence is 
sparse.. There are only two other studies which compare MDTA 
on-the-job and institutional training, and even their authors show a 
hick of enthusiasm for their conclusions." MDTA program ^statistics 
on posttraining employment experience tend to support Sewcll: 8() 
percent of MDTA on-the-job training grachnites were employed 0 
months after completing their training us opposed to 74 percent of the 
institutional trainees. (iSce table 1.) 

Ahhough the evidence which we have examined supports tlu* 
widely held belief that on-the-job training is superior to instit-utionai 
training, this evidence is neith(»r extensive nor conclusive. There is 
an obvious dinference between the two groups of trainees: on-tlie-jol) 
trainees have jilreatly been placed in vacancies and are employed. 
Thus M)me of the observed employment and earnings differences mav 
be due to placement effects nmrnot to the greater efToctiveness (if 
on-the-job training as a technique. There may be significant personal 
dilTerences between on-lhe-job and institutional trainees. In the 
absence of an exporimeiital design in which enrollees are randondv 
ji.ssigiied to the two training metliods, a did'erential impact cannot be 
identified. The issue is so important that research to resolve the 
problem soon seems imperative. 

Additional Evidence on Inst Hut tonal Tvainhuj 

The other studies in table 2 which employ control groups (Main, 
Hardin and Bonis, and Stromsdorfer) treat only institutional training, 
so thoy cannot he drawn upon to evaluate the differential effectiveness 
•of on-the-job and institutional programs. Their estimates of the 
impact of institutional trahiing on weekly earnings tend to be some- 
what, larger than Sewell's. For all trainees the estimates are: Main, 
$7.S7 to $9.60; Stromsdorfer, SlO; Hardin and Borus, $18.77; Sewell, 
$5.90. For males alone Stromsdorfer's estimate is $10.26, while 
vSeweH'h is $8.30. (Women in the West Virginia study received 7io 
earnings benefits from institutional training. See the next section.) 

In contrast to wSewell, where all of the earnings changes were 
accoimted for by wage increases (except for female on-the-job 
trainees). Main found no statisticall^y significant wage changes, all 
of the benefits being explained by employment increases (11 to 22 
percent for those seeking full-time employment). The West Virginia 
trainees exnevicnced employment increases in the same range (14 to 
IS percent). Hardin and Borus do not ])resent their results in a 
comparable manner, but it is likel\- that employment increases also 
account for some ])ortion of the reported earnings benefits since 
the Michigan trainees had significant reductions in unemployment 
compensation. Like Sewell, Main found no earnings changes for drop- 

Knnwloclpo of whothor trnlnltiK hu.s a illflforontinl Inipnct nn onrolloen In iirlmn iiiul 
rurtu lorntlnns would aoem quite iisofnl tn the Labor Dopnrtment In allocntliip iirnprnin 
fninlsi. priori, the wider mnrket tlie mnro dlvorsHled Industrial structure, nud tlic hiphor 
turnover In nn urhnn iiroa succosts thnt trnlnees thero mitfht o.njny nn iidvnntnpo. Wo 
were unahle tn find nnv trentment of this quesUon In the litornture. Mnnv studies hiivo 
Included an urbim-rurnt varlnhle. hat nn no hns Intern ctod It with trnlninc. An urhnn-rnrn! 
unnimy vnrlnble functlnnB only to explnin trnditlnnnl dlfforonpes hetwoon tho lovol nf wnpos 
and enrnlnpR In urban and rurtO aroiis. prnrtdinc no Insight Intn the rolntlve effectlvonexs 
of trnlnlnff In the two replnns. It may very woll be thnt thorn Is nn dlfforentlnl lnipnrt 
even If rnrni traim>es nre confrnnted with mnro Ilniltod nppnrtunltios. Their newlv ncqulrod 
Bkin.^ may Increane their mobility, and permit them to mlcrnte more easUy. Nonetheless, tho 
quoPtlon wnrrnnts couRlderatlon. 

"The result? In Krlward C. Prospntt. "Annlysls nf MDTA Instlfnitinnnl nnd O.TT Dntn 
TnpoH for lOBS." Whnrtnn EPA. Phllndolphin. April 1071. suppnrt tho suporloritv nf 
on-tho-Jnb t.r.ilnlusr. but Miilr ot nl. nnd just the nppnsito. Rnth nuthors cnntinn thnt tlioir 
wnrk Is imt dortnltlvo, nnd suffKOst mnre Intonsivo ros<:arL-h. 
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outs, bill (Ironoiits in Wosl Virginia had iniprovemouls in both earn- 
ings and employment rchitive to nontniinecs. 

A number ol' factoids nui}' acu-ount for the discrepnncies in the benefit 
estinmtcs. The studies were conducted at difTerent times, in different 
h)cations, with unequal sainjjle sizes. The saini)les were drawn from 
popuhitions with marked!}- (lifTercnt characteristics, and it is ])ossibk* 
that the intei action of training with these characteristics orenerated 
the observed diffeienccs. There is some suspicion that this is not the 
case, however, and that omitted variables (creannnf]; in the selection 
of appHcants, abnornud i)lacement efforts on behalf of the trainees, 
and motivation M are at least partly responsible for the benefits 
attributed to training in the earlier studies. Follow-up samples of the 
West Virginia trainees rcN'ealed that earnings differentials between 
tj'ainees and nontrainecs declined after a few yeai*s, .su^c^esting that 
placement may account for some of the initial benefits. ^'Harchn and 
Borus also think that creaming and placement eft'orts may have 
influenced their results.® The West Virghua i)artici])ants have been 
described as fiercely proud and independent, imUcating that the 
results may not be fully replicable elsewhere. We believe that, of tlie 
group, Sewell's is the most accurate estimate of training benefits for 
the disadvantaged, the estimates from the other studies being high. 

Imiduiional Training for Women 

The ineffectiveness of institutional training for wtuuen found b}' 
the North Carolina study is supported by the results in West Virginia. 
Female trainees had no significant earnings benefits relative to non- 
trainees, while males displayed earnings and employment increases 
sufiiicient to fcenerate an estuuatod 61 percent internal social rate of 



institutional trainmg for women, a nimiber of authors have expressed 
a rather jaundiced view of the motivations of women, particularly 
welfare recipients, who enroll in these programs. They suggest that 
the women are attracted by a divei^sion from theu' daily routine, i)ar- 
ticularly if child-care facilities and/or training allowances are provided. 
If they benefit from the program, fine; if not, they have incurred little, 
if an}^ opportunity costs. 

Oj)ponents of this view contend that the cause lies elsewhere, pri- 
mardy in the occupations for which enrollees are trained: low-paymg, 
unattractive jobs. Often the trainees' expectations are exaggerated, 
and they easily become discouraged when confronted with the realities 
of the labor market. If they are not welfare recipients, the incremental 
income from such jobs is reduced sharply by work expenses and child- 
care costs. If they are already receiving welfare, increased earnings 
nniy be oft'set b^' large reductions in welfare benefits. If placement and 
follow-up counseling services are perfunctory, these women soon leave 
the labor force. 

There is anecdotal anmiiuiition enougli to supplement the sparse 
scientific information and supply the warring camps well into the 
night. Undoubtedly, both sets of factors have contributed to t\v\ 
inauspicious results at one time or another.. Historically^ the Labor 
Department has maintained a policy of training enrollees in occupa- 
tions for which a large number of vacancies has been reported. On the 

Sec footnote 2 for n discussion of motivation. 
> Sec Introduction, footnote 10. 
" Hnrdla and Borue, op. clt., pp. 21-22. 
w Stromsdorfer, "Review and Synthesis," pp. 142-143. 
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face of it this seems eminontly sensible. Unforlunately, tlic vacancies 
are often a reflection of lna:li turnover rates due to low wages and ad- 
verse working conditions. Trainees placed in sueli positions are likely 
to respond in a predictably unfavorable manner. 

This problem does not 'lend itself to facile solutions. If the Labor 
Department was to undertake a drastic restructuring of its programs 
and to train persons prinnu'ily for more highly skilled jobs in expanding 
mdustries, it would severely increase the cost of manpower pro^rauis^ 
and society would have to be prepared to commit sizable additional 
resources for this purpose. 

The evidence in the North Carolina study lends support to the 
hypothesis that tliere is a fundamental difference between women who 
enroll in institutional and on-the-job training. Sewell thinks that the 
choice of occupations for the institutional trainees also contributed 
to the result; all but one of them were trained as nurse's aides. IIonv-^ 
ever, examination of average, after training, annual earnings level Un- 
female on-the-job trainees ($1,857) shows they were not placed in 
highly skilled executive positions either. The>;, nonetheless, remained 
m the labor market, and experienced relatively largo hicreases in 
employment and wages. One cannot help but be struck by the inter- 
view responses of the institutional trainees: 

Oar interviews ovcrwholniingly revealed that most of those triiiaees were luiithcM- 
working nor looking for work before or after they took the training eoursos. A fuw 
elearly rogarded this training tis a kind of home scioneo extension eonrse: one suid 
her nurse s aide training helped in her oecasional exenrsions into midwiferv. Thiri 
trainmg may therefore have niiscd tho noaniarkct ineonies of foauile . . . clients, 
and it IS elear that there may also have been third-i)nrtv benefits from those iiurso's 
ufdo eourses. Novorthelosf*, the alloged purpose of .NfOT.A. eourfics is to provido 
skills winch the individual ean use in employment. If our regression results con- 
ttuii a moral m this regard, it is th.it on-the-job training holds more promise than 
institutional training as a method of raisiag the earnings levels of women in ihv. 
)>ovcrt>; population, because one can be more certain that a woman who undertakes 
on-lhe-job traming is eomniitted to the labor force." 

Impact of Training by Sodo-Demographic Characteristics 

One dominant theme emerges from the MDTA evaluations; dis- 
advantaged persons are able to derive l)enefits from trainhig pro- 
grams. This finding appeai-s in studies of dissimilar sample populations 
enrolled in profjrams with markedly clifl'erent structures in a variety 
of regions at different time periods. In fact, there is evidence that 
enroUees with certain disadvantages (low educational levels. Ion*: 
durations of unemployment, and low levek of pretrainmg earnings) 
experience larger gains from training than those who are less hampered 
m tho labor market. 

The evidence regardincr the size of the benefits to the (Hsadvantaged 
IS mixed, however. Smith's .simulation, based on a large, nationwide 
saniple, indicates that the benefits are positive but small. Estimates 
of impressive improvement for the disadvantaged stein primarily 
from smaller, well-controlled, and technically sophisticated area 
studies. This makes hiterpretation difRcult, for while one is loath to 
rely solely on a simulation, it is precarious to generali^^e from the area 
studies. 

Education, — Se\vell found that no matter what the measure of 
benefits (in crea:je in earnings, employment, or wage rate) on-the-job 

" Sewell, op. dt., p. 103. 
« Ibid., p. 74. 

" Sec Introduction, footnote 2 for the definition of disadvantaged. 
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training Inul a greater impact on those with 0-8 years of e<hi<'iiti<)n 
than on hi^h school ciropoiils." The rcsull*; from institutional trainini; 
are not quite so consistent, but estimates of the training (coefficients 
for those with less than a high school education are generally larger 
than those for all histitntional trainees. These results are suj^ported 
b}*" the Miehigan stud}' where additional years of prior schooling 
decreased the influence of training on earnings. In West Virginia 
Stromsdorfer uncovered no imp- ovement in either eannngs or eniploN'- 
ment for hi^h school graduates while the internal social rate of return 
for those with a grade school education was 9S.9 percent, and for 
]rA. sehool dropouts, 152.9 pereent. For those cities where the educa- 
tion-training interaction entered tlie equation, the Four City Stuch' 
found that the effect of training on wage increases became .^mailer 
with increased prior education.'^ 

Duration of nncmploynirnL — Both Stromsdorfer and Sewell found 
evi(ienee that pei*sons a history of extensive unemplo^'nient prior 
to enrolling responded more to training than those who had been 
emplo^^ed or who had been unemplo^'ed for shorter periods. Stroms- 
dorfer estimated a 150.7 percent internal social rate of return from 
training those with more than 6 months' unemployment, while no 
other labor force-trahiing interaetion proved statisticall}' significant. 
In North Carolina on-the-job training increased the earnings of the 
lontv-term unemployed more than otlier trainees, and institutional 
training influenced their wage rates more. 

Race. — Surpri?ingly, the dilfcrential efi^ect of training by racial 
origin has not been w-ell investigated. Hardin and Borus provide the 
sole evidence on MDTA which is based on a control group comparison. 
They conclude that, regardless of sex, whites benefit more from 
training than nonwhites, but that all race-sex j;ubsets exhibited 
internal rates of return of at least 150 percent (assuming a benefit 
life of only 5 years) However, treathig the same data from the 
taxpayer's viewpoint revealed that the Government earned a much 
higher rate of return from investing in training for nonwhites. Again 
assuming that the bi>nefits last onl}^ 5 3'ears, the rates of return w^ere: 
nonwhite women, 144 percent; nonwhite men, 131 percent; white 
inen, 37 percent; ami wliite women, 12 percent. The reversal of the 
rankings oy raee was due to the significant reduction in welfare pay- 
ments to nonwhites in the posttraining period Thus while white 
trainees made larger contributions to net national product, nonwhites 
were responsible for larger increments in tax collections and savings 
in transfer pa^^ments. 

In the three cities where race was treated as an explanatory vari- 
able, the Four Cit}' Stud}' found that white trainees had larger wage 

3* Although no rcRrcBsion wns run for hifth school ftrnduatcs, the trninin;; coofllciiMits on 
eArnitiKS and cmploymtMit for dropouts i?xcccd thosu in the oquationK for all on-the-job 
trainees Indicatinj; that liiRh school RraduateH were probably less alfoeted by trninin;:. 

^"Thc Four City Study Ih exhaustive in.the topies uiycnsso<l nnd exhnustinf: in \U Ivuftth. 
but its conelusions must be eonsidercd with the en vent thnt no control Rroup was used 
and some of the analysis Is unorthodox. For example, rcftression coefllcionts an* pres(Mit(>d 
with no indication of their statistical slcrniflcanc^?. It should be said in dofense of this Ktiidy 
that the statistics used to incusurc bciorc-trnininR earnings nnd omploymont performance 
arc 3-ycnr averages, and hence may be fairly reasonable estimatcB of tiic cxpi?cted oxpf^rlonru; 
for the wimple in the absence of traininf:. Finnllv, because the exporicnee.^ of cnroHei'K frtnn 
several training proprnms are lumped together in the analysis, results from this study are 
not strictly comparable with those of the other evaluations. 

These results nre applicable only to those persons in the Michigan study who were 
enrolled in short traininf: courses (GO to 200 hours). Knrolleos in longer co arses showed 
negative effects from training, n result which the authors were unable to intcrhrct satis- 
factorily. Since the short course snbsample was small (150), it is risky to rely heavily on 
these findings. 
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and income changes tluin blacks.*' As in Micliigtm, however, bhu-ks 
ulso benefitecl from truining. 

It camiot be emphasized enough that the cxphinntion for the differ- 
ontiul effect of tniinin^ on' the procliictivity ol whites and nouwhitos 
(if in fact one exists) is unknown. It couid result from market tlis- 
crimination which relegates blacks to inferior jobs, and prevents them 
from fully utilizing their training. It could bo that blacks make a con- 
scious decision to work fewer hours or at jobs with lower pav but 
higlior nonmonetary benofits. It could be that other, inherent, personal 
dift(»r(Mi(:os (diflerenccs which are omitted from tlio analysis and are 
correhited with race) result in blacks not being able to benefit as much 
from exposure to training. It could be a combination of these demand 
and supply factors. However, two studies of incomo difTorentials 
l)otA\ ecu whites and nonwhites suggest tha t discrimination rather than 
motivation or inherent personal differences accounts for the inecunditv 
in earnings and emplo^ nioiit.'^ 

/lf/r.-~In both Sowell and the Four City Study, training had a 
greater im])act on per.sons outside the grou]) aged 21 to 43; however, 
the two studies have diainetricallv op])osite results regarding tlie a^e 
group most likely to benefit. Sewell found that ])ersons under 21 years 
of age experienced no benefits from training, but those over 43 had 
larger benefits than other trainees. The Four City Study concluded 
tliat youths seem to gain more from training than other age groups. 
However, before-after comparisons involving youths are ])artieularlv 
vulnerable to criticism because of the normally rapid rate of growth 
of earnings during the early years of ein])loyment. The confusion 
regarding which age groui) benefits most from training is compounded 
when the West Virginia results are examined: onlv the 31 to 45 ix^a 
group showed a significant rate of return (129.3 percent). 

I retmimng wage level— One of the most interesting findings in 
the P our City.Study is that in each city pretraiiiing earnings and wage 
rates show a strong, negative correlation with the posttrainhig change 
in earnings and wages. This means that those trainees with the lo\\'est 
earnings and wages prior to training experienced the largest increases 
in both absolute and percentage terms.*^ 

The (Imdmniaffed as a (jmqy—In the evidence on the differential 
efiect of training by particular demographic characteristics there i.s 
the suggestion that disadvantaged persons benefit more from training 
than those less restricted. Smith examined the disadvantaged as a 
group relat ive to the nondisadvantaged, and found just the opposite. 

i^!' vnrinbles differ from city to city but Include number of dependents, 

lenprth of time in training, work experience, afc'O, aex, educntlon, u proxy for tbo natioiml 
uiUMup oyrapnt rnto.lioiiKoholdhcnd. niid oeciip * ^ ^ natioimi 

ftf vl'lJ^unn/^"*,^'"!!;* H^J-^^lw""/* ^V. Stromsdorfer, "A Cost-Effectiveness Annlysls 

?f«u! l"il'^" V***U*"'S^JJ: "esearch on lliinmn KoHoiirees, PentiBylvnnia State 

m^}Z\7'^iiiu^^^^^^^ ^"^ 3l'^2-212. ami Stoplmn Mfehuelson "EqiintinR 

Uncial Incomes : On the EfBcney of Emiiloyment nnd EducnUon Policies." working pnne?, 
Institution.Jsovember 1067. Hu et nl. conducted n S-year longitudinal studv 




chniiKt-s in theso viiriables niipht not be niiite us dramatic. The second point 
l^nniiVniV'^ nrevicmsly in ii slightly different form regarding a potential 

no^l«?/'ni,ol°'' T'^"'"'* *r pretraining earnings of enrolleesr SiippoRe tliat the 

f.Sr,?in.^ Th"^^ pernianont earnings due to trnining iH independent of th6 level of tliese 
^ZiilllfniJ^^^^ trnnsitory revei-aes, had unusually low enrnings in the 

nri*^ n"lK5 YV'^'^ **"V^'^ W^'^*"''" probnbilltv of i..vperleneing large clinngeH in earn. 

rnr f\ J^"'**;,^^ predletnlfle BtatlsHcnl bias could be^esponsiblo 

liwer apiSs^^^^^^ ' " differcntinUy larger impact of training the 
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Classifymc; the 109,000 iiulividiuils who completed MDTA histilii- 
tioual tnumiig m fiscnl year 19G7 ns di.mnl viuita<;e(l niul uoiidisad- 
vnnta^ed, he found that the iiitcrufll social rate of return for the dis- 
advantaged trainees was onl\* 3.5 percent (assiuuiu«j 10 years of bene- 
fits), as opposed to 22.1 percent for the iiondisadvantaired. Thus, 
although the disadvantaged in this group gained from trainins:, the 
annual increase in their earnings due to trainhig was absohitely quite 
snnill ($209), and rehitive to the cost of trahiing small enough to 
render the investment economically inenicient. 

This result is not conclusive because expected earnings in the absence 
of trahiing were sinuilated, rather than based on control group ob- 
servations!^^ Nonetheless, despite the volume of evidence from all the 
other studies, Smith's sample size is so large and his analysis so careful 
and convincing that it precludes an unequivocal conclusion that 
training is economically efficient for the disadvantaged. 

In sunnnary, the best that we can serve is a soniewlmt bland and 
distinctly unsatisfyhig fare: every study examined estimates an im- 
provement in the econoniic position of the disadvantaged large cnougli 
to recoup the social cost hicurred in training. At the very least, trainhig 
generates a small, positive rate of return. 

Indices of resjwnsibility, — Numerous studies include hidependent 
variables which may be hiterprcted as proxies for degree of family 
responsibility (marital status, household head, number of depend onts). 
These indices of responsibility usually bear the expected relationsliip 
to earnings and employment: people with niore responsibilities are 
employed more and eani more. The (|uestion of hiterest is whether 
tramhiff has a differential hnpact which is dependent unon a ]>vrson's 
level of responsibilities. Do people with more responsioilities benefit 
more from training? We found only two works which attempted to 
identify such an interaction. This limited evidence reveals no con- 
sistent relationship between the effecti\Tness of trahiing and these 
indices. WHien tlic West Virginia samide was classified accord ins; to 
marital status, both married and single trainees exhibited ^^evy high 
internal social rates of return (168 percent and lOG percent, respec- 
tively, based on 10 years of benefits), but no statistical significance 
was found for the widowed, divorced, and separated gi'oup. In the 
Four City Study, the estimate of the influence that household head 
status had on the effectiveness of trahiing was so small that it can be 
ignored. Similarly, number of dependents bore no consistent relation- 
ship to the impact of trahiing on wage rates and earnings.^* 

Labor market conditions, — The measure which we adopted for the 
social benefits of training was the increase in net natioiuU product at 
full employment. The effectiveness of training is very hkely to vary 
directly with the demand for labor in the local market. That is, training 
is likely to induce a hunger difference between the earnings of trainees 
and iiontrainces when uneniplo3*ment is low than when it is high. An 

KKttmntGR of prctrnlninR nTCFQRG wnRG rnte (ndjustcd for the national trend in money 
wngCK) niid the expected percentage of time enrol lees would have been employed during 
tho trnlninfc nml poBttrnlnlnR periods *if they hnd not underprone tmlnlnff were used to 
Kimulnte enrninRS In the absence of training. The CRtlmntes of the oxpoeted perocntiiRe af 
time employed was bnKed on past experience of rnee*age*i;ex*edneatiaa cohorts, ndjustcd far 
the lower, national unemployment rate in the posttralning period. The dlfTeronce Imtwrnn 
this simulated value for carnlaRS ia the absence of training and reported earniuRs fur the 
graduates coiustituted the beneflts attributable to tniinluR. 

^ The Four City Study used a stepwise regression teehnique. Household head entered 
the rogrcRBions for wage and CArDin^s changes in only one elty. Number of de|)endeats 
was significant enough to be brought into the regressians for all four eitles. but the 
randoai nature of the size and signs of the coefflelcntB indicates no strong consistent 
relationship to training status. 
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unalysis which estimates n uniform impact for training over the busi- 
ness c)'cle, and does not account for the interaction between the level 
of unemployment and training, probabl}'' overcstiuiatos the effect of 
training at high levels of uncmj)loyment and underestimates it at low 
levels. 

None of the studies examined successfully included an interaction 
variable between the level of uncmplo;>^ment and training status, al- 
though all include an independent variable to account for some of the 
impact of fluctuating economic conditions.^^ Sewell, Main, and Smith 
may have avoided the problem, because their analyses were conducted 
in environments as close to full emplo3*mcnt as we have had in recent 
vears. No matter what the unemployment level nationally, however, 
local unemployment rates vaiy widely, and could produce (HfFerential 
impacts on the level of en ploNTnent and earnings of trainees. Hence, 
it really is not safe to assume that these estimates of benefits are free 
of bias due to economic conditions. 

Th^re is some evidence that local employment conditions influence 
the suo(!ess of MDTA pro2;rams, but it is rather puzzling evidence. 
Using data for 49 States for fiscal year 1968 (a period of very low 
unemployment nationally), Smith and Wertheimer found that a 
difVercnce of 1 percent in State employment rates produced a 2% • 
l)ercent difference in the employment rate of current MDTA ^^radu- 
ates.-*^* This result is surprising, liecause the impact is almost negligible. 
The contrast with Uic influence that the recent recession seems to 
have had on MDTA*s success is quite strikinj^. While the national 
unemployment rate was rising from 4 pcrccVit in fiscal year 1970 to 
5.7 percent in fiscal year 1971, MDTA successful placements as a 
percentage of enrollments fell 10 percentage points (fmm 52 to 41 
percent) and the same ratio for the on-the-job portion of MDTA 
fell 19 points (from 59 to 40 percent). Similarly, WIN and JOBS 

-■>Hoth Ilardtn nncl liornR niul Miilr ct nl. nttcmpted '.o cHtlmntc tho effect of training 
iinilor viirylni; economic conditions. .\[nlr ct a1. te\i timt tlieir dntn were not HUfficIcntIv 
rnprrscntntivc to wnrrnnt driiwhiR any conclusion. Ilnrdin nnil Horns were nbic to csti' 
ma to coofllHcntK on labor niarkot vnrlablcK cntcrod iih independent varijibleK. Init none of 
these HUrvlved hh Internet ions with trnlnlnfr staitUK. Their conclusion thnt the benefitH 
of trnlnlnf* were not sensltlvo to vnrlntionK In local economic uondltlons U too nllen to otir 
Intuition to bc> ncceptod iik n generality with pn.^8ii)R erinnnlmlty. Stromndorfcr. SewoII. 
and Main IncIuUcMl vroxIoH to control for vnrlntlons In economic Htnictnre nnd lalior 
deninnd. but their PKtlinated niodelK do not specify an Interaction term. Smith made a 
rrudo corroetlon In his dntn for altered natlonnl economic condltionK. but his annlytic 
technlqun does not lend Itself to anything; bo refined as an Internctlon with trnlning KttitiiH, 

StrlKlnR corrolwratloa for oae's iatultlon Ih ovldeaced in the data frota the Four City 
Study. In the equations expIalalnR oar a In rs a ad wixro rate c ha ages, a variable Is lacludod 
for the time of year timt a narticlpant left the tralaUm program. The natloaal uaomploy- 
aieat rate worseaed proKresrfvely durlnR the course of this study, rlslnpr from .1.(1 percoat la 
the fourth quarter of lUOO to n.S percent a year later. Without exceptloa. In the three 
cities where the time variable entered the cqnatloa. the coefncI«>atB chnace from larpre 
a ad positive early la the period to Inr^e nad aepitlve later la the period. This meaas 
thnt persons who completed their tralalapr wlille economic activity was still brisk expo* 
rleiu'e<l mneh Inr/rer Increases In wapre rates and aaiuial earala;rs than those who eatercMl 
the labor market after It became sIucRlsh. In Bostoa the estlaiatnl .loaual chaa^e In 
earalHRH due to triilalaj; is over $1,000 greater for the laltial eompletors thaa for the 
last croup of crraduntes. In Oaklaad the differeace Is $220 aad In Raa rrnaclsoo $700. The 
results are niaiost as coaslstent for dropouts. TJafortnaately. the desl^a of the study 
makc^ It Impossible to determiae whetlier the lower oarnlaRS of Inter prradnatos Is shaply 
a rofhHrtlon of lacreased naejunloynu'at throufrhout the ecoaoaty (which would have 
depressed the laconies of aontraniees. as welll, or Is due to aa Interactloa effeot (which 
wcMild reduce the difforeatlal betweea tralaees aad aoatralaeesl . 

Ralph R. Smith and Uiirhard R Wertheimer, Evnluntina Kfficiancu in a neccntralizcti 
Siyttcm. The Urhaa Institute, October 27. 1071. pajje 7. 2.2.T Is the value of the partial 
repri'sslon eoefflrleat oa the State employaieat rate. It Is statistically slpralflonat at the 1 
pereent level. The other ladenendent variables are nercnatapre of trainees who were udu* 
white aad nercentaqe over 44 years of acn. A similar relatloaship uadonl>te<Ily exists at 
tiie national level, hut the coefllcient on the natlonni employment rate will not necessarily 
hijvt? the saaie value. Although a Ilaenr structure proved to be the Vst fit. Smith aatl 
\jerthelmer believe that this was due to data llmltntloas. aad that In fact the chaaprc In 
the oniploymeot rate of tralalUR proRrnni graduates Is likely to pet larRer aad larser the 
closer the State s employment rate is to oae. 

Employed 0 mooUis after laltlal placemeat. 
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arc much more sensitive lo econoinir conditions tlum Smith and 
^Vertheime^'s estimate for MDTA. Of course, the i)crcentage of 
disadvantaged in these two programs is much higher than that in 

Assessing the Ilesulfs 

In the context of socicMv's commitment to the work ethic, there is 
clearly some encouraging evidence in the MDTA studies. Disadvan- 
taged and low-iiicomo persons have re.^ponded to training antl have 
become more self-sxistaining. It is important that wc retain our per- 
spective, however. The results Avhich we have been examining pertain 
to traimug programs during the last decade. Although the absolute 
number of trainees during that period ^vas quite large, it is likely to 
be minisculc in comparison w ith the number for ^ hom training would 
he specified if manpower programs were adopted as a mainstay of 
income-maintenance policy. No one knows whether a massive training 
(effort for the loNV-incomo and welfare* population ^vill generate similar 
outcomes. 

First of nil, increased enrollments will make it difficult to duplicate 
the quality of past training programs. Instructors a scarce resource, 
niul attempts to hire more of them may increase the per capita cost of 
training. Selecting the psitions for\Nhich participants should be 
trained is already an uncertain task, and the risk is multiplied as tlie 
program grows. Judgment errors will o(U'ur, (;reating excess supplies of 
some occupational skills. 

Thus far MDTA trainees have comprised »; negligible proportion 
of the labor force, anil the additiomil competitive i)ressxire which 
they have exertoci on wage rates has probably been .small. A mucli 
more ambitious ])rograin of training for the low-income population 
would encounter increasing difiicnlties hi getting graihnites absorbed 
into the private sector. The most .sanguine economic model (one 
which assumes flexible wage rates) predicts that employment is 
avaihible for the trainees but at somewhat lower wage rates. This, 
of cour.se, would reduce the rate of return from training. In a less 
competitive world, encwunberod with institutiimal restrictions, place- 
ment in the private sector becomes more doubtfid, and a supporting 
program of i)ublic employment may prove necessary. 

All MDTA tramees in the past have been volunteers. If compulsorv 
training were instituted for particular categories of welfare recipients, 
cbanges in the motivation of the "participant" population, if not the 
([ualifications, coidd be anticipated. Even if future trainees were 
e(iually capable, resistance to mandatory training could pmduce 
results altogether difTerent^from those wliich have been watnessed 
j)reviousl3r. In addition, if women responsible for young children are 
nu:luded in the mandated population, the problem of insufficient 
child care arrangements will have to be confronted for these women 
lo be able to remain active in the labor force. 

The recent inflationary pressures have produced a reluctance on 
the part of the Administration to vigorously pursue a policy of full- 
employment demand. In th.e long run, trainin]^ programs .should reduce 
.some of the skill shortages which help to fan mflation, but ii would be 
naive to expect tbem to eliminate the problem. Given tlie sensitivit}- 
of the success of manpower programs to the level of economic activity, 
a continuation of current macroeconomic policies will make it impos- 
sible to realize the training benefits estinnitcd. 
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We have couched our discussion in terms of increases in earnings ihie 
10 training and the rates of return on investment. These are important 
measures of jnogram success and economic ofliciencv, hut iheir 
significance can be overenii)hasi2ed. The economic 'efficiency of 
MDTA is only a seconchu'y objective; reducing the incidence of 
poverty is its i)riniary concern. Although some rescarcli results su£?gesl 
that the gains in earninps have been large relative to costs, the earn- 
hig increases have not been large by conventional, social standards. 
It is sobering to note that the average posttraining annual earnings 
for the trainees in SeNvell's sample was $2,400, a gain of $433 over 
nontrainees, but still $471 below the poverty line for this grouj).'* Jn 
terms of absolute and i)ercentage gain in annual earnings as well as 
the rate of return on investment, female on-the-job trahiees were the 
most successful of the North Carolina participants. Yet their ijost- 
truinin^ annual earnings averaged only $1,S57. The MDTA trainees 
m the 1? our City Study did somewhat better, averaging $3,100 in post- 
training arunnd earnings. But this was still over $S00 below tlie relevant 
)overty linc^'o If child care and work eX|)enses iiave to be financed 
roin these earnings, there is not nuich left for the amenities of life. 
Training does rechice the poverty gap, but continued income sui)ple- 
mentation is likel}'- to be necessary for the graduates. 

»BnRea on the 1067 poverty Hue and n weighted average of the sample bv number of 
dopi^nilontR ft nd sex. Sewell. op. clt, pp. 102-103. » . ^ * 

^ The 1070 poverty Une for a nonfarm family of four web $3,968. 



46 



PROGRAMS. FOR YOUTH 



There nre two soi)arate nmni)ower prognims which serve only 3*ouths 
under 22 3'ears of age: NYC and Job Corps. NYC hns three compo- 
nents for two different constituencies (the in-school and summer pro- 
grams for students and the out-of-school prognuu for (hopouts), and 
can be discussed as two distinct programs. While the Joh Corps was 
designed to provide enrollees with skills which are trnnsfcrable to the 
labor market and wnll increase their einplo3'ability, the NYC ^)rograni 
until recentl}'^ has provided work ox])erience opi)ortunilios with vor^'' 
little occupational trahiintj. The objectives were to encourage the 
3'ouths to finish high school, to provide them with earning opi)ortuni- 
ties, to imjn'ove their self-discipline and work orientation, and to over- 
come some of the obstacles confronting them in the labor market. 
Responding to criticism of this program design as a mere nging vat for 
teenagers, which did nothing to augment the effects of thenormal mat- 
uration process on participants* employability,* the Department of 
Labor restructured the out-of-school i)rogi'ani in 1970, placing em- 
phasis on supportive sen'ices. remedial education, and skdl training.* 
An effort is also being made to make the in-school and summer 
programs more sensitive to the students* individual needs and to 
mcrease the skill content of their work exi)enence. If these attempts 
to improve the efficiency and effectiveness of the NYC prove success- 
ful, the results of past evaluations ma}*^ no longer be valid. 

Although these progi'ams liave been the subject of numei'ous 
research jn'ojects, only tln'ee benefit-cost analj'^ses liave been done, 
one for each program. Tlie economic results are mixed, varying 
widely by sex, ethnicit}'^, and 3''ears of education. Despite the generalh'* 
high level of technical competence of these studies, their results 
deserve only tenative acce])tance. Reservations arise about the 
appropriateness of the control group in each of the evaluations and 
about the models used to estimate the benefits. Conclusions about the 
educational impact of NYC are uniformly discouraging, suggesting 
that the program ma}*^ be badly conceived as a solution to the cfi'opout 
problem. In sonie instances it seems to have significantly'' reduced the 
probability of high school graduation. 

Neighborhood Youth Corps — In-School and Summer 

Social Economic Returns 

Somers and Stromsdorfer have conducted an extensive stud}' of a 
nationwide sami)lc of NYC participants.^ The authors fit two quite 
different models to the data, out used only one of these to make their 
estimates of the ])rogram's impact on emi)loyment and earnings. This 
is significant because the two models give ver}^ difTerent results. The 
model used by the authors treats all NYC participants equall}'', re- 
gardless of their length of sta^'' hi the program, and estimates the 
nnpact of NYC membership on post-high school earningri and employ- 
ment experience. Tlie second model is identical with the first except 

^Bccntisc of the lack of facilities to rural arenSf aXi of tlie redesigned projects arc in 
urtmn iircns. 

^Gornld G. Somers nnd Ernst W. Stromsdrofer, A Ooat-Effectiveneaa .Study of the 
Tn-Sohool and Summer Neighborhood Youth Corps, Industrid RclatiODS Resenrcb InRtituto. 
University of WiHCOnsln, Mndlson, .July 1070. The period of observntlon covers the interval 
from July 1005. to October 1009. Partieipnnts had to be graduated from the NYC by the 
end of .lunc 1007. 
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that the loii<rth of time that w participant was enrolled in the NYC is 
suhstituted for NYC membership. This second model can be used to 
estimate the innuenco that each achlitlonal month of program par- 
ticipation had on post-high school earnings and employmont. (The 
autiiors used this model only to estnnate the optnnal length of stay In 
the program.) The first model indicates that the program had a sig- 
nificanl impact on earnings and employment. The second model implies 
that the post-high school benefits were trivial. The authors' estimates 
are reproduced m table 4 and discussed below. These results are con- 
trasted later with estimates which we generated from the second 
model. 

The entries in columns 3 through 7 of table 4 are the estimates of 
the differonces between the earnings, taxes paid, months unemployed, 
and months voluntarily out of the labor force of the NYC participants 
and those of the control group. Only those estimates which were 
statistically significant arc given. The estimates were made after 
coutrollhio foi the influence of other variables.^ The entries mv 
interpreted as the differences between the average experiences of the 
t\yo groups during the average number of months that they were 
elijrible for the labor force. For example, for the total sami^)Ie the 
estimate of the increase in pretax earnings due to NYC participation 
is $831 during a period of IS. 56 months, or $45 per month. 

TABLE 4.-F0ST-H1GH SCHOOL ECONOMIC BENEFITS OF THE IN-SCHOOL AND SUMMER NYC» 



Sample sroup 3 



Average 










months 








Total 


ellglbis 


Average 






Fcdcrnl 


for the 


social 


Total 


Total 


income 
and social 


civilian 


rate of 


before 


after 


labor 


return > 


tax 


tax 


security 


force 


(percent) 


earnings 


earnings 


taxes 



Months 
voluntarily 
out of the 
Months labor 
imployed force 



Total (n=676) 


18.56 


MaleCn^-an) 


14.04 


Female (n=365)... 


22,32 . 


White (n=39B) 


20.01 


Negro (n«166) 


12.19 


White male (n =202) 


14.98 .. 


Nogro ma!e{n»57) . . 


9.75 


White female (n = 196)... 


25.27 . 


Negro female (n«109).. 


13.47 



*90.1 *m\ <$702 <-2,30 

M37.0 M.171 » 876 *0.79 

8 3.11 « -5.12 

U09.6 U,013 W94 * -3.06 

•170.2 ei,579 M,186 '$286 8-3.09 

M45 : 

M44.6 M,182 M,094 7 271 «-6.89 *. 



-4,56 



M37.2 4 1,217 < 255 <-2.00 , 



> The entries in cots. 3 through 7 are the partial regression coefficients on training (a 0, 1 dummy variable indicating 
control group or enrollee status). Only statistically significant values are presented. The column Headings define the 
dependent variables, and a tabled value is interpreted as the change in a dependent variablo as a result of participating 
in the NYC. For instance, for the total sample the effect of NYC participation was to Increase pretax earnings by $831 
during the average, post-high school period of eligibility for the labor force (18.56 months), holding all other variables 
constant. The other independent variables in the regression for the total sample are age, age squared, year and quarter 
the individual left high school, months of work experience during high school, marital status, fatner's eaucation In years, 
sex, ethnic origin, population of area of residence, and a discriminant function which attempts to correct for remaining 
personal and social differences between the NYC and control groups (such as motivation or native intelligence). Identical 
regressions were run on the subsamples, except that the variable of subdivision is removed as an independent variable: 
e.g., if separate regressions are run on males and females, sex cannot be a variable In the equation. Two independent 
variables indlcailve of responsibility (household head and the product of household head and number of dependents) 
are Included In the regressions on after-tax earnings and taxes. 

3 The value of n is the sample size for each group. 

* The internal social rate of return Is based on benefits experienced during the period of eligibility for the labor force, 
not on a future projection. 

4 Significant at the 0.05 level. 
« .Significant at the 0.10 level. 

> Significant at the 0.01 level. 
'Significant at the 0.109 level. 

Note.— All tests are 2-talled. For an explanation of level of significance, seo the notes to table 3. 
Source: Somers and Stromsdorfer, op. cit 



0 Sec tbo explanatory notes to the table for a full description of the models. 
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The post-high school increase in earnings experienced by former 
NYC participants was due entirel}' to their increased labor force partic- 
ipation relative to the control group (2.3 fewer months voluntnriiy 
out of the labor force). The fact that there was no difference in wage 
rates indicates that em])loyers did not consider the former trainees to 
be any more productive jier hour than their control group counter- 
parts. Although there was no difference in the duration of unem])loy- 
nient experienced by the trainees and nontrainees, the unemplo^^ment 
rate for the trainees was reduced, since they spent more months hi the 
labor force. The estinuited internal social rate of return (90.1 percent) 
is especially impressive because it was based only on observed benefits 
(differential earnings during the post-high school ])orioii of eligibility 
for the labor force), not ou a projection of future benefits.** 

Snbilivision of the sample by sex gives the result that only nialos 
had statistically significant earnings increases. The perverse tendency 
of NYC niales"^ towanl slightly more unemployment in the post-high 
school period than their control group counterparts was offset by the 
fact that the male trainees worked 7.1 more hours per week. Altliougli 
NYC females participated in the labor force considerably longer 
then thoir control groups (5.12 more months), they reaped no earnings 
benefits, because much of the additional time was dissipated searching 
for work (3.11 more months unemployed), and because, once employcil, 
they workeil 6.1 fewer hours per week. 

The NYC was not ineffectual hi training all women, however; 
black females did benefit. They had large increases in before-tax 
earning.s ($90 per month of eligibility for the labor force) and redncoil 
unemployment spans (2 months less than nontrainees) . White 
females ilo not s(5eni to have benefited. Although they were m the 
labor force 4.56 more months than their control group and experienced 
similar amounts of unemployment, they worked 11.3 fewer hours 
per week, ami had no hicrease in earnings. 

There is a consistent j^attern in the data indicating that blacks 
benefited more tlnm whites. Whether one examines the race or the 
racc-.scx subgroups, one fuids that black trainees had larger earnings 
iliffcreutials relative to their counterparts than whites, and they als<^ 
Inid significant reductions in unemployment, while whites did not.* 
Again, tha reasons for differential effects by race are unknown. One 
))0Ssible exnlanation is that the placement efforts of NYC officials 
overcame discrimination barriers which- would otherwise have con- 
fronted black youths. 
Benefits by Program Cmi^onent 

Participants can be enrolled in any of three program combmations: 
in-school only, summer only, or both in-school and summer. No 

* since the length of time that the anmple members were eligible for the Inbor force 
vnried, it seems unusunl to use total p08t-lili;h school earnings au the dependent vnr!:ible. 
Although the Inclusion of months of eligibility as an independent variable maj have cor- 
rected for some or an of the earnings differences due to this variation, one is stiH left with 
tlio uneasy feeling that nn Incorrect specification may have been used, and that aoiuetliin;; 
like enrnlngs averaged over the period that an individual was eligible for the labor force 
should have been substituted. 



cxpericncod Hlgnlficant earnings incrcascR, but when the snmple is further divided by sex, 
neither white males nor females seem to have benefited. Two nOHSIbilltles come to mind. 
One is that when the snmple of whites vras subdivided hy sex, there were too few oliserva- 
tions relntlvc to tlie nmount of vnriance In the data to obtain a stntlsticaUy significant 
coefilclent. Since the subsaniples hnve 200 observations, this appears unlikely. Alternatively, 
the rncc-sex models are not strictly comparable to the regressions on race alone. In order 
to make them compnrable one would have to ndd a sex-training intcrnction variable to the 
race equations. If this were done for the whites, raultlcollinearlty between the sex-tmining 
and training varlaWes might prevent estimation of slgnittcant coefllcients on either term. 
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matter what measure of economic bejiofil wiis employed (socini 
private, or govermnent), Soiners and Stroinsdorfer found no evidence 
tliat the sunnner-only enrollecs benefited relative to their control 
group. This )vas true for the entire sample and for each sex aJid ethnic 
subgroup. Since the progr.nn period is so short, it is doubtful that 
It had dehiyed benefits bcyojid the oliservatioji period. If the sunnner- 
only program is to be justified, it will have to be on jrrounds other 
than its impact on participants' future earning capacities.^ 

The estimated internal social rate of return was quite hio;li for 
both of the other components (132.(i percent for the m-schoo'l only 
and 13S.2 percent for the in-school and summer). Ilow-ever, before-ta'x 
earnings increases were statistically more significant and occun-ed 
^[jr niore subgroups of the sample for the in-schooI onlv coniponent.^ 
This anouialy is a bit difficult to explain, but Somei-s and Stromsdorfer 
think that it may be due to the fact that the control group had a 
loiipr period of labor force eligibility than the combined in-school 
and summer participants.Ut appears that on efficiency grounds alone 
the in-school-oiily program'is the best investment. 

Private and Government Benefits 

The pattern of after-tax earnings differentials accruing to NYC 
participants mirrors the before-tax benefits with two exceptions: white 
males earned significant after-tax lenefits ($30 per month of Inbor 
force eligibilit}^ and black females received no after-tax benefits. Both 
of these deviations in the pattern are difficult to explain, but are 
probably due to different family structures (and hence tax rates) for 
trainees and nontrainees in these subgroups. 

Among the NYC trainees only blacks increased their tax contribu- 
tions. These did not cover the Federal Government's outlays for 
training, but, as was explained earlier, this was not an objective of the 
program. 

Soine Qualifications 

Although the control group was chosen from the same high school 
and socio-economic strata as the trainees, application of a standard 
statistical test ^ indicated that the two groups probably were not 
dra\vn from identical populations. The authors attemptecl to correct 
for difFcrences between the two grou])s by introducing a variable called 
a discriminant function.^^ Nonetheless, they warn that some of the 
estimated benefits of NYC membership may be due to these personal 
differences. 

A variable for population of the economic area is included in the 
analysis to control for possible differences in wage levels, industrial 
structures, and employment opportunities. However, no vaiiable is 
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introduced to control for variations in local labor market uneniploy- 
nient conditions. Since the national uneniploynient rate was quite 
low in 1965 (4.5 percent) and fell throu|;hout the period covered by 
the study to 3.5 percent in 1969, this does not appear to be a serious 
omission. 

Estimates from the Alternative Model 

An important inconsisteuc}'' exists in the analysis, and it cost 
suspicion on all of the benefit estimates. Somers and Stromsdorfer 
generated a model other than the one used to estimate the benefits 
presented in table 4. They substituted the nand)er of months that 
an enrollee participated in the NYC for the variable which merely 
indicated trainee or no:' trainee status, and reestinmted the equations. 
According to this modified model, there were virtually no post-higli 
scliool earnings increases attributable to NYC j)articipation. For an 
enrollee who remained in the NYC for the oi)tnnal amount of time 
(12.9 months), the expected beforc-tax earnings increase was slightly 
less than $1 a month." This imi)lies a negative social rate of return, 
and is in striking contrast to the earlier estimated gain of $45 per month 
and a 90.1 percent return. 

We can only speculate on the reasons for these widel}^ divergent 
results, and oner the following explanation. Suppose that the more 
able and ambitious enrollees left school and the program relatively 
early to enter the labor force, and they earned the largest income in- 
creases, while those who remained in the ])rogram longest did so i)artly 
because thev were unable to locate positions preferable to those avail- 
able through NYC.^^ Onco the latter group entered the labor force, it 
conthiued to have employment difficulties. If this was the case, and if, 
as the authors suspect, the initial model does not control adequately 
for individual differences in motivation and ability, then the benefits 
resulting from these character differences ma}'* have been inadvertently 
attributed to NYC trahihig status. That is, the estimate of the impact 
of trahiing is upward biased, reflecting not just the earning capacity 
of pm'ticipants, but also the impact of differences in their native 
abilities. Since the NYC variable in the second model is more sensitive, 
distinguishing as it docs between differential lengths of exposure to the 
program, we are inclined to believe that it is the more accurate 
specification of the problem, and that the resulting coefficient is a 
better measure of the influence of NYC on the human capital of the 
participants. 

Tlie data for this study are very complete and unlikely to be du- 
plicated in the near future We recommend tliat additional tests be 
performed on these data to resolve the inconsistency in the estimates 
of economic benefits. 

'^ncncfltR incrcnsc with lcnf;th of stny in Uic progrnm. but each ndditioni:! month of 
NVC piirticipntion produces n smaller iiieremontni inerense in poBt-hl^h sehool cnrnlngn. 
Mnxiinnm benefits oecnr nt 12.0 months. Estimnted inCrementnl benpflts nre nof^ative for 
ench month of pnrtieipntion thereafter. The eoeflleients are Btfitistleally Bignlfieant nt the 1 
liprcont level. 

«NYC iiartleipnnts must be pnlrt the lepnl minimum wnpe, nnd mny not work more 
thnn 15 hours per week diirini; the Reliool yenr. >.Some enrollees mny hnve ehnfnd nndor 
these restrictions ; one studv of N3lC found thnt the prineipnl ronson for dropping out of 
the propram wns the need for n better Job. The Ncighhorliood Youth Corps: A RoMicto of 
JiCHcarch, Mnnpower Reaenreh Monogrnph. No. 13, Washington, D.C., 1970, p. 11. An 
ovnlnntlon of NYC In Clnelnnntl nnd Detroit revenled thnt new enrollees wore vory 
oDtlmlstlc thnt the progrnm would Improve tholr future employment opportunities. By 
the time of their Inst Interview mnny hnd beeome dlslllURlonod. nnd most thought the 
experience would Inflnonee tholr emplo.vnblllty only modern tely. Ibid. p. 35. These nttltudl- 
nnl flndlnprs nre eonslstent with our eonjeeture thnt ambitious pnrtlelpntits mny become 
rcstlei58, nnd drop out of the progrnm. 

' ^1 
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Educational Impact of NYC 

Altliougli the focus of this review is the effect of manpower programs 
on the earnnig capacity of individuals, the success of NYC in reducing 
the dropout rate and extending. participants' yeai-s of schoolins; is a 
relevant consideration because of the well-documented correfation 
between education and income. Since the primary legislative rationale 
for M C is to encourage continued school attendance, a number of 
evaluations have been attempted. None are optimistic about the 
efficacy of the program. In fact, several authors believe that the pro- 
gram is tundamentally unsound, having found evidence that it octmdly 
reduces the probability of high school pjradiiation. 

In a stucfy of NYC projects in Cincinnati and Detroit, Robin 
concluded that the progi-am was not influential in reducing the ch'op- 
out rate, increasing the educational aspirations of enrollees, their 
stu(housness, or their scholastic achievement." He found that the 
work experience distracted students who already had low grades. 
Ihey further reduced the imnimal amount of time which they devoted 
to their studies. Somers and Stromsdorfer estimated that the pro- 
gram had no impact either on the probability of high school gradua- 
tion or on years of schooling completed." For those who gnuhiated 
from high school, the program increased the probability of attending 
college or of pursuing some postsecondary schooling. However, 
these probabilities were reduced to practical insignificance when 
length of enrollment in the NYC was substituted for the dummy 
variable indicating trainee or nontrainee status. 

Reducing the opportunity cost of schooling for disadvantaged 
students by making part-thne employment available to them is a 
commendable, hunianitarinn objective. The determinants of the 
dropout rate are complex, however, and it appears that the NYC is 
too simplistic a mechanism to constitute an effective attack upon 
the problem. 

Neighborhood Youth Corps — Out-of-School 

No analysis based on a national sample exists for the out-of-school 
program. However, Bonis et al, have done a benefit-cost anolysis 
of the program in five cities in Indiana.'^ The analysis is excellent 
technically, but there are some important limitations. The localized 
nature of the study makes generalization hozard-us." The authors 
cautioned that tliey were unable to introduce concrols for differences 
m motivation or intelligence. Again, differences in: these characteristics 
mtlv have been responsible for some of the observed benefits which 
were attrib uted to NYC porticipation. Cost estimates were bosed 

iu'^'riZlln^Ji'i ^.«^i°ni/^»"*-Sf/?^"^,^^ V'f {"f c;»ooI ^'cighhorhaod Youth Corns Projects 
ill Cwcinmii und Detroit, With Spectal Jicfercncc to Summer Only and Ycar-Rouud 
I^nroiiecu, NatlonnI AnalyRts. Inc.. PlillndPlphln. Febninr.v lOGO. p. n. 

««r « .'Vf^^^^'^V^^rf^^*^'? ^^^^^^ V"" controls for NYC pnrUclpntlon, nRC, Income 

«M nfti" ^fn^fhS^l^^-'^nSV/nnH";'^ frcqncnc.v with which respondent* dronpSl out 

?n nnlou fn'?nte ""^ dlBcrlmlnnnt function ((VRCUKsed 

* 1? ^"J*^® V' rcRults viirled by sex. rnco. nnd sex-raop subRumpIo. with most 

of the cstlmntes of educntlonnl liupnct belns stntistlcnlly InPlcnincant. Amonc tlio HUb- 
ffVnJJSfb l^f\,l^"*^^"?.' there n re ns mnn.v with nepntlve ImpnotB ns positive. 
I; enrolled In NYC lfi iiHCd Instend of tmlnoe or nontrnlnee stntup. NYC has n 

H.n l^.nK but prnctlcnlly nnlmportnnt Impact upon yenrs of schooling and 

the probnblUty of hlRh Kchool graduation. i i ^ o 

fi I'^J?*?^*??* F- Brennnn. nnd Sldnoy Rosen. "A Bcneflt^CoKt Annlvsls of 

^^'n.I'nu^^ll^^^^^^^^^ ST^il?' "^?o9"J;°;-Scl^ool Program In Indlnnn.*' The Journal of 

Human Keaources, Sprln/r. 1970. pp. 130-inO. 

onn.^^^t'^JiT^"' out'Of^KchooI enrollment Is 1« rural nrcns (.Tune 1071), nnd. of 

S , « Inferenc'CK can ho drnwii about them. We have no wny of kuowlnj; whether the 

llrtdlngs nre dupllcnted In other urbnn areas. 

" 52 ' 
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on Average costs in each city, because data were not available to 
distinguish training expenses by demo^ra])hic characteristic. 
The most serious reservation about this study arises from the com- 




di . 

hi tiiVpopuhition from which the control group was dra\Yn. The control 
group members came from a population which was eligible and had 
applied for the out-of-school program during the same period as the 
trainees, but they either were placed on a waiting list and never 
assigned a slot, could not be located for assignment, or failed to report 
when assigned. Any one of these events could be associated with 
ereater or lesser ability or ambition. These qualifications not wi thstancl- 
his:, NN e present the results. 

Xs in Soniers and Stromsdorfer, two formats were used for the csti- 
matotl equations: one with a variable indicating trainee or non trainee 
status, the other with a variable for hours of participation in the 
program.- Total earnings in 1967 was the dependent variuble.^^ In 
contrast to Somers and Stromsdorfer, the coefficient on the trainee 
status variable was statistically insignificant, but that on hours of 
participation was significant at'betLer than the 5 percent level. Each 
additional hour of trahiing increased annual, earnings by $.33, but the 
benefits varied by sex and level of education. Particip»ints avdraged 
520 hours in tlie program. Expected annual builcfils lor this amount of 
training were $173. 
Impact by Demographic Characteristic 

Sex.—Al the mean educational level (10 years) females benefited by 
only $.16 annually for every hour of exposure to training, while males 
benefited by $1.08. Except under liberal assumptions about costs, the 
discount rate, and the duration of benefits, these expected increases in 
earnings for women were not sufficient to generate social benefit-cost 
ratios greater than 1. Men, on the other hand, exhibited ratios greater 
tlian 1 even under rather conservative assumptions."* 

Education— High school dropouts showed higher benefit-cost ratios 
than graduates. The ratios were greatest for those with 9 or 10 years 
of schooHng and declined thereafter. This suggests tliat considerable 
success can be had by encouraging early school dropouts to enroll m 
the program. 

Sex cdiicntlon. nee, mnritnl stntiis. fnnilly size, innpiinjje used nt liomo, nnd rnce, 
"IMie iintliorB wtnt^^ some palnR to Include In the nnnfysls nil tlinse pei^oiiH who were 
elifflbl" for tlie Inbor force durlnp nil of 1007. whether or not they had niiy enrnliiRs. Thiifi. 
t ev ol)tnined^ n^^^^ year of poPt-prORrnni observntlnnR. They even included some Bnniple 
members who were Jailed, bccniiso they "felt thnt their Incnrcerntlons ""iirntely rpflPCted 
thnir future post-proprnm Inhor mnrket experience." Dorus ot nl.. on. el t.. p. 143. Othor 
thiin trnlnlnir stntus the Independent vnrlnbles were sex. educntlnn (in yonrn). ediicntlon 




wns no explicit control for locni muor mnrKec ecnnpmu: ^""V»^'"""» ""'■„*Xm«i«„f /Cn « V v 
city of reRldence served ns nn ndequnte proxy for this. In niioh cnsn ^^^^^ eoomclent on elt^^^ 
of rosldence wns stntlstlcnlly InslRnincnnt. due probnbly to the clnfie-to-full-nmplojmeut 
conditions In ench elty throughout 1007. Under tlipse cIrcunistnnceB the "ddmnn of nn 
Intnrnctlon vnrlnble between trnlnlnp nnd local Inbor mnrket conditions probnbly would 
not hnve Influonced the esUmntes. , r- » 

"If tho output produced dnrluR trnlnlnp la counted ns n benofU. n 5 percent dlficonnt 
rate Is omploved, nnd boneflts nre nssumed to endure for 10 yonrs. then women with n or lo 
venrs of schooling hnve rntlos of 1.2. but those With 8. 11. or 12 yenrH of educutlnn hn\e 
rntlos less thnn 1. Under these snmn nssumptlnns the ratios for men. ran pe from 2.9 to 4.0. 
Makinc nny one of these nssiimptlons more conservative reduces the bpnent-coKt niMoR 
for women nt every cducntlonal level to less than one. On the other hnnd. n?c ihaos for 
men nf every educntlonal level continue to exceed one even If flM aKsnniptlnns nre 
slmultnneously mnde more conservntlve (10 percent discount rate, 5 years of ueneiits. nnu 
output produced by trnlnees Is vnhieless). 
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/2acg.— The inability of the authors to obtain a statistically signifi- 
cant coefficient on a race-training interaction variable suggests that 
NN lntos and nonwhites benefited equally- from the program. 
Comment 

Given the attendant qualifications, Borus et al does not constitute 
a definitive study of the out-of-school program. The evidence from this 
study does suggest that the program is having success in helping school 
dropouts to adjust in the labor market. Some of the findings have 
already been implemented: enrollment in the out-of-school pro^^ram is 
wow limited to 16 and 17 year olds, a policy consistent w?th the 
result that early high school dropouts benefit most from the trainiuf'. 
However, if the economic iuefliciency of NYC out-of-school trainiifg 
for women in Iiuliana proves to be universal, structural changes in 
the program will have to be made to meet the needs of females. 

Job Corps 

In separate analyses of the same national sample, Cain and Resource 
Alanagement Corporation (KMC) have i)ro<iuce(l two unrefined 
prehminary studies of the (jffectivcness of the Job Corps.^^ The 
control groups for those studies are so suspect and the observation 
periods so short that the results are unreliable.^' However, if the 
estmiat.cd benefits and costs ])rove accurate, the Job Corps will have 
to be classified as economically ineflScient. 

The earnings gains estimated by RMC would never i)roduce 
benefit-cost ratios greater than 1, no matter how far into the future 
the gains were projected. Cain concluded that the Job Corps was 
economically eflTicient and that its rate of return was at least equal to 
that of some other Government investments. However, using Cain's 
most optimistic estimate of benefits, earnings differences between the 
corpsmen and the control group would have to persist for 24 years to 
generate an internal social rate of return of 5 percent, and 42 years 
adopting his most likely estimate.-^ These estimates suggest a mar- 
ginally cfiicient project at best. For the Job Corps to achieve a 5 
percent internal social rate of return within 10 j'-ears, the corpsmen 
would have to earn $454 more annually than the control group, more 
than twice the $203 differential which is Cain's most likely estimate. 

Both studies used the gross differences between the employment, 
unemplo3'ment, and wa^e rates of the corpsmen and the control trroup 
as measures of the Job Corps' impact.^^ Cnin did not attempt to isolate 
the effect of training from the influence of other variables; RMC 

fiirTTlfi!J«9;if;? I"/ for Jol Oornn, Institute for Rcscnrch on Tovortv 

w \v»Hni^^i^.]?L^#i^^°"^.^^; MndlsoD, September loOfi. nnU Hnrry R. Woltmnn and WUilnm 
ik.?i«Ji^"'n'*'2'"""®"„^^ '''^ ^^^r'* °" Poverty: the rcaaibiUtfi of Dcncfit-COHi AnaJuHlH of 
&ntln'g Oflf^^^ Management Corporntlon, prip/red foi the U.S. (I'enera^ 

h«'^l^n®J.*„^*^ #^^"1? ^^^^ Y®""® roaponRlble for the ilosiRn of the snmple. nnrt Hence cnnnot 
1)0 "Inmcrt for the Inndequnte nature of the control Rronps. Cain used "noWowR" for iils 
t'im^^'UrV!".^ (persons who were accepted for »)iit never nnrtlclpatod In tlie Job cSJps 
mn iMi?^^^ Wn'!;l dropoutB (enrolloGK wiio wore exposed for less thun 3 
niontlis). Wo have alrendy aiscu«»Ked the unknown nntnro of the* biases which a control 
proup compoBea of no-shows can IntroAnce Into the nnnlyslH (ST^ the critique 
Dut-ofRPJioolproftram.) Identical nroblpms nrise from tho UBe of dropoiits.^ 
noc,,«7Jfi^^t eharacterize tho first estimate as •*optiml8tIe." It is based on the 

In^ }r?fi?J,.^^fLn'*;j'^T?''"nV**^ never experience any iinemplDyment in the years foIl6w.- 
MflmMn io^n'nJne"^ ^^'oV^^-^ will work 40 hours ti wcck. C2 weeks a year. The most likely 
csnmnte nssunies an 18.5 percent unomployraent rate. •''v^ij 
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controlled only for sox.^^ Cnin found llnil G nionllis after .sei)arntion 
from tlie progi-am, ex-corpsnien earned $.12 more per hour than the 
control group. Apparently this wagG gain did not persist. Wlien R^IC 
examined the sample 18 months after termination, the wage differential 
had declined and wa« no longer statistically significant even at the 
10 percent level. RMC found no apparent in*ipact on rates of employ- 
ment or unemployment. 

The use of gross comparisons is hazardous in the absence of n 
randomized experimental design, and these studies were far from 
approximating such a design .^^ Without a carefully chosen, repre- 
sentative control group, this technique may lead to spurious results. 
At best such comparisions add little to knowledge of program effec- 
tiveness. It is true that the gross results are not encouraging, but 
they were not adjusted for the possible influence of personal diflcr- 
ences or variations in local labor market conditions.^" The normal 
instability of young persons' earnings increases the unreliability 
of the projections. Finally, the observations are on 1966 trainees, 
only the second year of Job Corps' operation, when it was still 
experiencing growing pains, and may not reflect its current effective- 
ness. It would be injudicious to assess the Job Corps on tlie basis of 
these studies. 

**RMC'8 control group of early dropouts had dcmOBrnphlc chnrnctcrlstlcs quite similar 
to those of the corpsmcn, but the control croup used by Ciiln differed slpnlficantly from 
the corpsmcn In several respects. The no'Shows had sllRhtly more BChoollne, 8 percent fpwer 
males, 7 percent fewer whites, an unemployment rate at tlie start of the protrram of 00 
percent as compared with 35 percent for the corpsmen, and were somewhat older. One 
would expect these differences to create opnosinf; biases, the net effect being unknown. If 
Cain had controlled for the influence of these differences in demographic characteristics 
on enrnincK gains (say, by intruduciny; the characteristics as Independent vuriables in a 
regresHion), the poor match would not be so significant But since no such controls were 
applied, his estimate of the benefits of Job Corps training are suspect. When making 
before-after comparisons of employment and wage rates, KMC segmented the sample by a 
number of personal characteristics. However, they controlled only for sex when estimating 
iniprovementR relative to the control croui). 

^It persons from the target population have been randomly assigned to the control and 
training groups, then differences in the variables of interest (wage rates, earnings, etc.) 
between the two groups can be attributed (with specifiable statistical confidence) to 
exnoRure to the training. 

» Unemployment nationally was n"Ue low (approximately ,3.8 percent) during the 
postprogram observation period, but, again, local variations could have affected the results. 




WORK INCENTIVE PROGRAM 

Since the participants in WIN are all members of families recei^•ing 
public assistance (AFDC), its eflfectiveness is of particular interest to 
us. Unfortunately, this interest is largely frustrated by the poor caliber 
of research on WIN. This situation is all the more appalling since quite 
a few studies luxve been conducted and, presumably, quite a bit of 
money spent. No analysis has been conducted Mhich uses a control 
gronp.^ (As ahva3^s, this is an important omission; turnover rates on 
AFDC are high, and in order to isolate the effect of exposure to WIN, 
it is essential to know whether WIN enrollees are any more successful 
in the labor market than nonparticipating AFDC recipients.) There 
have been no longitudinal studies of tlie labor force experience of WIN 
participants. Shice post-training earnings and employment data arc so 
scanty, the statistic most often relied upon to evaluate WIN's effective- 
ness is the percentage of successful placements (the percentage of 
those leaving the program who are placed in jobs and are still em- 
ployed at the follow-up time, 3 to G mouths after placement). 

There is no need to dwell on the multiple deficiencies of such a 
gross and insensitive statistic for determining the impact of WIN on 
the long-range economic situation of trainees. It controls neither for 
j^ersoniu nor environmental variables, gives no insight into income 
increases or welfare receipt decreases relative to a control group, 
and provides no basis for comparing benefits to costs.^* 

It may be that these objections are overkill and that the unsound 
features of WIN combined with the unfavorable economic conditions 
of the post few years made success an impossibility and rendered 
deference to conventional scientific methodologj'' unnecessary. If 
the entire bureaucracy were to conspire against them, AFDC recipi- 
ents could not be confronted 'with fewer work incentives than the 
current system providefj. Earnings over $30 a month reduce AFDC 
benefits by two-thirds.^ An AFDC father is subject to the additional 
restriction that, if he is employed more than 100 hours a month 
(regardless of the amount of his earnings), his family becomes ineligible 
for public assistance. Tliese disincentives are reinforced b}'; a reduction 
of in-kind benefits as earnings increase The prices wAich a low- 

1 A lonKltndlnnl Btiniy of WIN which upcb n control proup wnR publlphed too Intc for 
crlllonl oxnmlnntlon In this paper: Ronald E. Pino, ct al., Final Report, AFDC Employment 
ntui Kcfcrral OuirteUneti, Inf^tltutc for Interdisciplinary Sttullcs. Minneapolis, .Tune 1072. 
The authors concludc<l that WIN services did not Increase the earnings or employment of 
the tralncoR. 

5* Evon the placoment data Is nnroUable. Upon leavlnp WIN a termlneo Is classlflcd as a 
(ineeo<:sfnI plaoomcnt, a droiiont. or other (a dropout with loRltlmnte cnupc). In the piist, 
tho WIN stnflf hiiH not reported Informntlon on tcrmlnccs who locate employment on 
thnir own In a uniform manner, pome Inivlnc hecn claRPlflod ns placed and Home as other, 
oaieiallv fluch porKons nre snpponed to bo Idontlflod af conditionally placed and a follownp 
Interview rondnctfd ?* to (\ months later, init the ptaff has not alwnys compiled with this 
rppnliitlon. Some roKcnrcherK heUevn that a inrpe nnmher of the droponts may also have 
lopiitod emplo.vnjont themselves and were termed dropouts becnnse It was too expensive 
to trneo them after they stopjuMl renortlnp to their WIN asslpnments. It Is denr that a 
conscientious lonpltudlnal sUniy of the destiny of WIN enroUceR Is sorely needed. 

3 In tho seven .States th.at imy only a percentapo of needs deflelt (needs less eonntnmo 
Income), the tax rate Is two*thlrds of the speclfled percentase. In States which Impose a 
innxlmum on the public asslHtiince payment, the tax rate Is zero If tho mnxlmiim Is 
applicable. 

(GO) 
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income fftiiiily must pnv for food stumps, school limtftcs, imcl public 
housiiii' all increase with iucoine. Medicaid coverage ceases culire y 
should a fainilv earn enough to escape tlie welfare rolls.' (Recipients 
however are reimbursed for some or all work expenses, so sucii expenses 
do not reduce the incentive to work.) , ■ , . 

If the stick is large enough, the size of the carrot may be irrelevant. 
Under the Social Security Act, if a person is referred lo WIN, bu 
refuses to participate, the uncooperative person may not be mcliulecl 
as a family member for purposes of computing the family s %%-elfare 
payment. Also, instead of issuing a check to the family for it-s public 
assistance benefits, the welfare agency must engage in vendor pay- 
monts (direct payments to merchants to cover the niiijority o the 
family's expenses). However, the penalt)^ docs not apply to motliois 
who volunteer for WIN. Since most of WIN's clientele are vohmtoor 
mothers, the sanctions are largely a fiction. . . 

Fathers cannot avoid the penalty ni this manner. Exammmg be 
effectiveness of sanctions on fathers in Los Angeles and Denver, the 
GAO found that the financial penalty for noncompliance was not large 
in Los Angeles ($19 per month), and although substantial m Denycr 
(about $50 per month), it was frequently not imposed, primarily 
because of the administrative expense of making vendor pf.ymciits and 
a reluctance to impose hardship on the family.* luirther, because a 
family is ineligible for AFDC once a father is employed more than 
100 hours a month, family income was often reduced less if the tatber 
refused to participate in WIN and accepted the penalty than if he 
accepted employment. In light of the small work incentives the 
virtual absence of penalties for noncompliance, the high national un- 
employment rate (especially among the relatively low skilled), and the 
docuniented reluctance of employers to hire AFDC recipients,* it is 
remarkable that WIN's placement rate is as high as it is. 

» -PLi. u nntpntlnllv n vcri inrec nnd nhnipt Iwnpllt Iorb liccnitsc, hr ions ns " '"'"''y 

pSreil^ SnS?kS m?i,^nKC? S!i,rKln Jlctropolltnn MDnpowcr Center, stntca 

the Bmplo^'mcnt Servk rcputn.tlon In tbc tl'lvnte «=='0f- I'T''^ '''""f; 

Stes«(i;??'»nti;^^ 

ic n 



ifieJ onU^nftp? nil other mcthiiiR of recruitment bnvc fnllccl. We arc conaldcrcd to be i. 
•e?? pSir "onrce of rocrnlt,nont of q..nlino<l "PPlIcnnt, ; • I'™!^"^"? >'S,''ncc 1^^ 

aesire or need our aervlces." Ibid. 
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TABLE 5.-WIN STAflSTICS-FROM ASSESSMENT THROUGH SUCCESSFUL COMPLETION (CUMULATIVE SINCE 

iaLYl968; 



As of As of 

Dec. 31, 1970 Apr. 30, 1972 

AFDC recipients assessed o 9o» 

Appropriate for referral (according to Slate welfare agencies) 512, 056 na 

Referrals ' 

. „ . •398.222 NA 

Enrollments 

^ , . 228,822 385,131 

Terminations 

, , 119,660 257,283 

Successful completions (on the Job 3 to 6 months after placement) 23,691 61,500 

(zfKiilV R!lTsd"('.'S R''??w:?l'''i"H ^■^\°,""^';'} Eluulion, and Welfare, Washington, O.C.. July 1971. 

rJl^'r*^'^' ?°.f s<"^'s^'cs on WIN are. discourap;ing, uiuloubtcdly a 
reflection of the ixbove difliculties. After 2 years of operation only 
1 percent of the assessed AFDC recipients Imd completed training 
and been emp oyed for a mmnnuni of 3 montlis. (See table 5.) However 
tins IS a loaded statistic, which distorts one's perception of WIN' 
It IS unjust to condemn WIN's efficacj' as a training program on this 
basis when, m the combined judgment of tlie State welfare agencies 
and the Department of Labor, at least 83 percent of those assessed 
were inappropriate for referral to WIN." It is hardly the fault of (lie 
training prograni tliat the goal of significantly reducing the AFDC 
rolls in a sliort time by training and transferring recipients to eninlov- 
»'cnt may be unrealistic and unrealizable. " ' ' - 

Wlule completely inadequate for benefit-cost purposes, the per- 
centage of former WIN participants who held jobs at the time of 
followup IS a more legitimate statistic than the percentage of tliose 
Sr^^'f i^J'V?'*' Successful completers have been a constant 

i^^ -i ?o7o /f""?''''''^ '"^^'^ recently; during tlie period April 1971 
to April 1972, thej' increased to 30 percent.^ Tliis increase runs counter 
A°nr f 1 o'7,"v of "nemnloyment nationally (5.9 percent from 

A S 1 ^I'"/. ^^P' ^!'^ percent from July 1968 tlirougli 

Apnl 1971), an indication that WiN may have gained some experience 
m dealing ^^^th the specialized problems of its clientele and solved 
some of Its mterual difficulties. Dropouts \vithout good cause con- 
tinue to average 21 percent of terminees, however. 

The comparable successful completion rate for MDTA has been 
considerably higher than that f6r WIN. It averaged 51 percent 
between 1963 and 1971. Of course, the client populations ai4 quite 
ditterent, and the comparison indicates nothing about the relative 
rates of return. 

motions cnfccorv Is n inwf^r „ nTV-Zfiji '^"f IfclMmntc rcnsnns. Tlip rarcossful com- 
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WIN authorities Jmvc had thoir feet held to the fu'e because of tlio 
luiinher of c»urollees who have completed their traiiiinor and are 
wnitiiig to be placed in jobs. This miiuher soared from 1,648 in ^lay 
1970 (l.S percent of enrollment) to 9,021 in March 1972 (7,7 porcent 
of enrollment). As a ptJrccntnge of enrollment it has now stabili/ed, 
remaining betNveen 7 and S percent throughout the fiscal year 1972. 
The percentage of cnrollees awaiting job placement is very highly 
correlated with the national unemployment rate in the present "and 
recent past. There is an estimated 2.9 percentage point increase in the 
percent of WIN enrollees awaiting job placement for every 1 percent- 
age point hicrease in the national unemployment rate.* At current 
enrollment levels this amounts to an additional 3,000 people who 
have completed tlioir training and are waiting for jobs, or approxi- 
mately the number of trainees who successfully complete the program 
each month. Since it is beyond the capacity of the WIN authorities 
to increase the demand for labor in the local market, they probably 
have been subjected to some undeserved criticism. 

WIN Placement and Duopout Patterns dy Demographic 
Characteristics 

Analytic Systems, Inc. (ASI) has produced an interesting disag- 
gregation of the early WIN termination data (October 196S through 
March 1970). Although nothing can be learned from these data regard- 
ing WIN's impact on trainees' earnin«rs relative to a control group 
(because there was no control group), placement patterns and droj)out 
rates provided a basis for temjjering expectations about the potential 
self-suniciency of the AFDC population under the present structure 
of work incentives.^ Despite the fact that national unemplo^-ment 
rates dunng the observation period were the lowest hi the last 15 
years (3.6 percent), the highest placement rate achieved b}' any 
demographic subgi-oun was only 31 percent, and this was for males 
who (according to WIN staff assessments) had no serious barriers to 
employment at the time of enrollment.^" A subjective determination 
of labor market barriers is suspect, of course, but at the veiy least 
these were the enrollees who were perceived to have the fewest 
inadequacies. 

A few words of caution regarding these pro-am data: although they 
constitute some of the best available information on WIN, they pertain 
only to its first 18 months of operation. The internal program changes 
implemented since then together \\ath the altered economic situation 
may have affected the placement and dropout patterns. Secondly, there 
are three WIN termination categories: a dropout mthout goocf cause, 
a dropout with a legitimate reason, and a successful placement (em- 

"KcgresHlnpr the percent of enrollees In Job entry Ijoldlnp: (from Mny 1070 to Mnrcli 
1072) npnlnst the nnemploymnnt rate In the prnvloiiB qiinrter ennhlcs one to exnliiln 04 
percent of the vnrlnnco In Job entry holcUnf;. Tlie Increase In the percentiifrc of WIN 
enrollees wnltlnff for Jobs was CBtlninted using tills ropresslon. It Is dlfllciilt to uhc thin 
(Inta to estlmnte the Impact of chances In the unomployment rate on WlN's plncement 
rntc. Accordjne to the Department of Labor; 85 percent of those conditionally placed In 
jobs succeBSfuily complete the program ; that Is. are employed 3 to 0 months later. Hence 
fluctuating economic conditions have a potentially large effect on the niacemcnt rate 

•The sample ^vaB not random hut ASI describes It as "representative of the program 
nationally." Avalygla of WIN Program Automated Termination Data, Analvtlc Systems. 
Inc., Vinnna. Va., Npvp^ml>er 1970. Tlje sample was quite large (15,002), however, and 
constituted 20 percent of the population. 

"The barriers were low education or lark of skill, being outside the prime nge labor 
force, unstable family care arrangements, a record of conviction or garnishment, or health, 
personality, or transportation problems. 
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ployed 3 to G months after placement). In the dii^cussion tlmt follows, 
wo use the word ^Mropoiit" to refer to those who terminated without 
good cause. Finnlly, Decause the j)lacenicnt and dropout rates iire 
classified and examined separately lor each socio-dcmograi)hic chnrac- 
teristic (ns o])posed to a multivariate analysis), it is very difficult, to 
l)rovi(le dependable explanations for diflerenccs in the rates. 

Sex. — ASl divided the sample by sex and examined the placement 
and dropout rate patterns by age, marital status, household head 
status, number of dependents, race, education, and past labor force 
experience. No matter what the variable of classification, almost 
without exception, women displayed lower placement rates, lower 
dropout rates, and higher rates of termination for legitimate reasons. 
This is an interesting and puzzling result, but in the absence of a 
multivariate analysis it is impossible to provide a satisfactory ex- 
planation. It is only conjecture, but the significantly lower dropout 
rate for women may reflect the fact that almost all female participants 
were vohmtecrs. AFDC fathers were referred to WIN wnethcr they 
wanted training or not, and hence they may have been less motivated. 
Although women may have been more motivated, they face more 
barriers to emnlo3''ment. Greater family care responsibilities, the 
frequent breakdown of child care arrangements, and fewer enii)loy- 
meiit opportunities may account for the higher rate of legitimate 
termination and the lower rate of successful placement. 

Indices oj maturity and responsibility, — There is nothing that 
is coimler-intuitive here and little discussion is necessary. Place- 
ment rates increased with age, falling off for those over a^o, 54."Dr()pou t 
rates were very high for trainees less than 18 years old (83 percent 
for males, 27 percent for females), and declined with ago thereafter. 
The di-opout rate for males 65 and over increased sharply. 

Household heads had a jJaccment rate almost twice that of non- 
heads and a significantly lower dropout rate than nonheads. The 
same was true Tor married, \Yidowed, divorced, or separated males 
relative to those never married. The pattern of relative placement 
and dropout rates by marital status held for females, but the difleronces 
were somewhat smaller. 

The placement rate increased and the dropout rate decreased with 
the number of dependents. Females with dependents had an increas- 
ing jdacement rate up to 3 dependents; for females with more than 3 
dependents the rate was fairly stable (at about 20 percent). The 
leveling off of the rate for females with large families was undoubtedly 
related to cliild care problems. WIN had veiy poor success traininfj 
and i)lacing those wth no dependents: a 9 percent placement rate and 
a 28 percent dropout rate." 

" A dropout wUhout good cnuse Is nny person who refnscR to pnrtlclpnto In the propriun. 
cnnnot Ik* locnted. or was ndminiRtrntirely RepnrnteiU e.p;.. dnn^rous conduct. The leRitinintc 
rensons for dropping; out nre referred in error, nppeni nccepted, returned to welfiirc, denth, 
moved from the nrcn, trnnnportntlon prohleinn. fnniU.v care required, prppnnncy. health, 
institntioiinllzod. entered Armed Forces, entered full-time Kchoollnp;. trnnnfernKl to iinotlioi* 
prof;rnni, nnd otner. 

'a AU of the differences diseussed nre BtntlRtlcnlly Rlpnincnnt nt the 1 percent level or 
hotter. However, in n format whore only one vnrlnhle iR controlled, highly mislendlnK rePultR 
cnn occur bocnuBC the rnrlnhle of cluRsiacntlon mny he Bervlng ns n proxy for ponie othor 
varinlilo with whloh It 1h corrolnted. For exnmple, RuppoRe thnt most whites In the snnrinle 
wore npe 25-4 5. while most nonwhltcR were Icbb thnn 2r> yonrs old. Then olmervcd dmer- 
onoos In plnoenipnt rntes hetwoen whites nnd nonwhltes niny not hnvo been due to ethnic 
dlfforoncoB nt nil hut rnthor to differences In n^e. If whitos nnd noowhltcK In the same 
tiRc lirneUet wore exn mined, then one could linve more fnlth thnt rnclnl dlfTerences nccountod 
for dlffcrcntlnl plncement rates. 

" These nre either the teenoRe, out of school children of AFDC parents (In which cose 
"no dopenilents" Is prohnhly a proxy for age) or pregnant women. 




Jiace, — Phiccincut rates for blacks and whites vorc identical at 21 
l^crccnt, but other ethnic p:roui)s (primarily AnieM*ican Indians, 
Mexican Americans, Puerto Ricans, and Orientnls) had only a 15 
l)ereent rale. A lack of local employment oi)iiortiuiities for Indians 
and a language barrier for Spanish-speaking i)ersons are possible 
explanations for their loAver rates of placement. There arc no significant 
differences in the dropout rates of females by etluiic origin, but only 
19 i)erceTit of the ^vllite males dropped out as compared to 28 percent 
of the nonwhite males. 

Education. — A diploma effect is fairly evident in the placement dat a. 
Male high school graduates had a 30 porc(M\t placement rate, while 
male liigli school dropouts had only a 23 percent rate. The placement 
rate for female high school graduates was more than tA\icc that for 
dropouts (27 percent versus 12 percent). 

Additional years of schooling between the fourth and eleventh 
gi^ades did not influence the placefnent rate. However, those with only 
the lowest levels of gi-ade school education (1 to 4 years) had signifi- 
cantly lower placement rates (18 ])ercent for the nieu and 10 percent for 
the women). It seems rather poignant Uiat they also luul Uie lowesi. 
dropout rates, an uulication that they were not failing for lack of 
trj'ing. 

High school dropouts evidenced higher dropout rates from WIN 
than any other educational gi'oiip, but this may be a rnisleaduig cor- 
relation. Fifty-nine percent of Ah DC mothers who dropped out of high 
scliool are less than 30 years old. Hence, age rather than status as a 
high school dropout may be the better explainer of the dropout rate 
from WIN. 

Employment experience, — Placement rates increased and dropout 
rates decreased with years of prior work experience. 

SUMM.\RY 

Thus, the i)attem of successful completions is generally consisteiii 
with one's intuition: WIN participants with characteristics which i)iit 
them at a (hsadvantage m the labor market luid more diflicully 
locating employment.*'* This is not to say that WIN was less effective 
in improving the employment prospects or increasing the earnings of 
this group. At the lisk of being repetitious, there is no way to determuie 
from these data whether WIN had any impact at all. A longitudinal 
study utilizing an appropriate control group is the sine qua non for 
such knowledge. 

The pattern of dropout rates is not quite so uniform. Some groups 
wliicli were at a disadvantage in the labor market (older workers, 
females, and those \\\\\\ only a few years of grade school education) 
did not quit the program without good cause, but a number of dis- 
advantaged groups had relatively high rates of illegitimate attrition 
(nonwhites, younger enrollees, and those with little work CAperience). 
Enrollees \\dth family responsibilities had both lower dropout rates 
and higher placement rates than those Nnthout such responsibilities. 

WIN has been a small program relative to the sixe of and growth 
in the AFDC population. Since there is evidence that WIN authorities 

" Additional siipportlng cvidcncG for this comes from .T. Dnrid RoOHsner, Emploumcnt 
CoittrxtH and DisatU'.antagctl Workers, Buronn of Social Science UeRpnrcli. Inc., Wnsliinptou, 
D.C.. NovcmlJcr. 1071. "TIiobc WIN enrollees who achieve nlncement f*tutuR . . . nri* n 
licteroKCUcoiiK group tbat exhibits few of tbe clinracteristfe problems associated with 
(liRiidTiintnged persons . . Ibid, p. 102. 
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creamed in selecting enrollees/^ the prospects for impr)ved placement 
rates and for subse([uent redactions in the welfare rolls by expanding 
a structurally unaltered program arc not encouraginj^. The receiit 
inclusion in the tax code of a tax credit to employers tor 20 percent 
of the wagc5i paid to WIN participants duiing their first year of 
employment should help a bit. But the limitations on this credit 
reduce its potential for increasing employment among welfare 
recipients. Twenty percent of wages arc allowed as a credit up to a 
maximum of $25,000 per eniplo3'cr. (This is equivalent to the credit 
for only 25 full-time workers at a $2.50 hourly wage rate.) Tliereafter 
the credit is cut in half to 10 percent, severely reducing the attractive- 
ness of hiring WIN graduates. Also, a tax credit provides no incentive 
to tax-exempt institutions and government agencies; a direct wage 
subsidy would. 

Although the tax credit is a welcome improvement in WIN, plans for 
rigid enforcement of the sanctions against dropouts without simul- 
taneous increases in work incentives seem ill-considered. An enrollee 
can always sit through training, and then avoid employment by mak- 
ing himself sufl&ciently unattractive to a prospective employer. In 
the absence of financial inducements, resistance from those compelled 
to participate can be expected. Finally, reducing the large numoer of 
WIN participants who drop out for legitimate reasons is going to 
require improved labor market conditions, longer periods of training to 
provide greater skills, and solutions to participants* health, transpor- 
tation, and family care problems, all of which may prove expensive. 

» In May 1000, motlicrs enrolled or ftwftltliig onrollinent in WIN had considerftbly more scliooUnc thftii all 
AFOC mothers. 

[In percent] 
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JOB OPPORTUNITIES IN THE BUSINESS SECTOR 

Tlic objective of tlic JOBS iirognun is (o phicc cli.sndvrtnt.itjcd Dcr- 
soiis who need oii-(.lic-job training and supportive sorvit-cs in^piivatc 
mdustiy jobs, llic program is adiniiiislcrcd bv the Xrnniiowcr Adniin- 
conjunction with tlic National Alliance of Businessmen 
(i\Ali), a nonprofit organization which encourages firms to particinate 

tA^ o "^•'^'^'^ oi)eration of the trainm<', 

lopn. 7"^ ""ti'ilccl during the very tight labor markots of'lhe late 
1960 s, when the corporate sector was experiencing recruiting difljcnl- 
tios. Ihe onainal goal was to phice 500,000 disndvanlaged p-crsons in 
ineaningful Cthat is, skilled) cmiiloyment within 3 vcars The procrnmi 
lias both a contract and iioneonlract coniiionent. Contract cmplSvers 
are reiinbursed for the extraoi dinary costs' hivolved in hiring and train- 
ing (Iisadvant^aged persons. Noncontract employers agree to hire a 
specified '"'mber of disadvantaged but receive no subsidy. By the end 
2i/nnn "n/l .the bcpartment of Labor were Veporting 

494 000 trainees Im-od (with the noncontract component accounting- 
lor 74 pcrcMcnt of tliese) and a retention rate of 47 percent. 

Ihe JOBS program provided an excellent opportunity to test the 
contention that decentralized traming conducted by employers is more 
c hcient than centrally administered programs. The argunient is that 
(1) firms are more aware of the skills required in their production proc- 
ess; and (2) there is no period of discontinuity between training and 
phicement, a period m winch some trainees may become discouraged 
and leave the labor market. A counterargument contends that this is 
!ln'^^V°Sl'''T-,P to society's advantage to provide some general, 
transferable skills which niake the worker more mobile and fnsulate 
h m from technological or long-term nnemnloyment. An individual em- 
ployer has an mcentive to provide general training only to the extent 
that It IS necessary to perform the tasks specific to his production 
process. ' 

There was an opportunity to test both views but it was missed. No 
controlled studies of the impact of JOBS on the emplovment and 
earnings of enrollees were conducted and the program data' submitted 
by pai-^icpating firms to NAB and the LaLrSepnrtment al^ so 
nnrcliablc as to be unanalysable. Em])loyers are supposed to provide 
AAB wth 0. quarterly accounting of the number of persom hired 
under the progi-am the number currently in training, the number 
il"!.? '^"^"Ittcd their traming and have been retained, and the 
nunibei ermmated. For those terminated, employers are required to 
ff^ P° of teimination (voluntary, discharged, laid-off) and 

the reason (unsatLsfactory job performance, aocei^tance of other 
employment, excessive absenteeism, et cetera). When the GAO con- 
ducted an investigation of JOBS, it found not only that detailed infor- 

nf"no?.=„n" ^■""'?''^. r\??^^"''? reported, but also that the number 
of pei-son:, r eported by NAB as hired by noncontract firms frequently 

fo^Sm^SMmltlon8': associated with tralnlDB nondlsadvantngd persons 
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exceeded the miinber actiuilly liired.^ In a significant iiumbar of cases 
the reported information could not even be verified, because tluj non- 
contract employers maintained no records on the trainees.^ The GAO 
(Hscovered one instance where a noncontract enii)loyer had reported 
hiring 5,000 persons under JOBS who had been emplo3'ees of the 
companv prior to JOBS' inception. The number of disadvantaged 
reported as hired was further (Ustorted because employers themselves 
frequentl}' certified trainee api)licants as disadvantaged rather than 
i-eferring tliem to the Eini)loyment Service for this detenninatiou.^ 
Consequently, a significant number of persons who were not disad- 
vantaged were hired under both the contract and noncontract 
components. 

The casual manner in which data was collected as well as more 
substantive problems in the JOBS program were fostered by the 
atmosphere in which the Labor Department negotiated and awarded 
contracts and monitored training operations, in order not to dis- 
courage employer participation in the program, contract negotiations 
were rushed through with only limited scrutiny of training cost 
estimates and the details of the nianncr in which training and suppor- 
tive services were to be i)rovic]ed. Monitoring seems to have been 
perfunctory, at least in the earlv stages of the program.^ A number of 
predictable ])roblems developed. A significant number of employers 
ni the GAO sample did not supply the supportive services which 
were stipulated in their contracts and for which they were reimbursed. 
Greenleigh Associates confirmed this finding in an evaluation con- 
ducted for the Labor Department.® There were instances of over- 



sDotnllod Infnrinntinn Imd boon siil)mitto(l to NAB for only 44 porcoiit of tlio trnlnonn 
roportp(H,v hlml, In four of tlio flvo cltlcR snmnlod by tiio OAO. tho iiiimbor of triilnopR 
ropnrtPd ns lilrod cxcocdod tbo nctunl ntimbor. Comntrollor Gonornl of tbo Unltod Stntos. 
1! valuation of ItcsultB and Adminitttration of the Job OpportuniUcB hi the Bunincaa Sector 
UJODS) Program F{ve OUiea, Woshlngton. D.C., Mnrch 24, 1071, pp. 15-16. 

3 NAB us(*d nnvoriHod BtntlRtlnn on .TORS nccnnii)U8bnioiit» tn mount n publicity nnd 
piibUc rolntlnni; rnmpnlRn of connldornbln prnportlnnfi, NAR'r first nnnunl roport ostlmntcd 
tlmt nver SO mUllon vloworB hnd boon oxpORod to NAB commorclnlR on natlonnl tolovlRlon 
nnd thnt nn nvcrngo of COO nows stories about tho program appeared In nowspapor& and 
iniiRnzlnes ovory month. 

* Such roforrnls woro mnndntory for contrnct omploycrs but conld not bo required of 
noncontrnctors. 

^Tlio Lnlmr Dopnrtniont oRtnhllshod n schodiilo of vlBlts hv "contrnct Borvlrc roprosont- 
ntlvpR," with frc/iuoncy bnsod on tho sl7o of the contrnct. '•Theao roproBontntlvos nre not 
to fiinotlon ns oontmct onnipllnnop onicorR (Uirlnjr poBtnwnrd vIsUr. hut to nld contrnctors In 
pmcrnin nporntlnn. Implicit In this nctlvlty, howoror. Is tho nntlflcntlon of tho npproprlnto 
rodnnnnv UnKOd innnltorlni; stnff If nny contrnct IrrpRulnrltlos nro nncnvorod." Arnold II. 
Wolior, ARslRtnnt Socrotnry for Mnn power. U.S. Dcpnrtmont of Lnhnr. In n lottor tn 
Sonntnr Rnlph Tnrhornuffh, printed In The »)0B8 Program, Dackfjrouml Information. Sub^ 
rnmmlttOR on EmMoyment. Mnnpower. nnd Poverty of tho Commlttoc on Lnbor nnd Pnl)Hp 
Welfare, Unltod States Senate, U.S. Government Printing Ofllce, Wnshlngton, D.C, April, 
1070. Appnrontly. few wore uncovered. In rending the representatives' reports regnralng 
their visits to contrnctors the GAO found no reference to any of the suhstantlve program 
t)l>prntlnn dlfnrnltlpB whloh tho GAO Itself uucnvored. Aoonrdlng to tho GAO, XAR exerted 
liroRKurc nn tho Mnnpnwor AdmlnlRtrntinn ngnluRt mnnltnrlng tho prngrnm nDonitlnn tnn 
rlnsoly. It wns doomphnslzed nnd nnly limited roROurcos nllocntod to It. Flold mnnltnrR 
wore given Inndonunto giildnnco (to tho extent of not getting nny InstrnctlonR In how tn 
rvnlunto tbo qnnllty nf the proprnm nporntlnn nnd ofroctlvenoss). Comptroller General 
of tho United States. Evahtation of JOBS, pp. 73-76. 

•"Although jnb onnchlng nnd counseling wns n mnndntnry cnmponcnt fewer thnn 45 per- 
cent of the conipnnlos Interviewed prnvldod such service nnd. In mnny nf those, tho service 
thnt wns provided wnn sn Inept thnt It wns nlmnst tntnlly unproductive. It wns nppnrout 
thnt there wns n nicnstirnbie rolntlonshtp between Inndoqunoy of the Job cnnchtng (imctlou 
nnd dronniit nnd turnover rntoR.'* Orronlolgh Assoclntos. Inc.. Thr Job Oppnrtunitica in 
the BuKineas Sector Program, An Evaluation of Impact in Ten Standard MrtropoVtan 
StatiHical Areas, Now York, .Tune, 1070, p. 117. Some omplnyors, confrnntod by the GAO 
regnrdlng nonfulfillment of their contmcts. replied to the effect thnt • . In their 
opinion. It wns not nocossnry to provide tho services In tho mnnnor or to tlio ox'tont 
roqulrcu hy tho contracts," Comptroller General of the Unltod Stntos. Evaluation of 
•WB8, p. 05. Some small employers complained that they simply cnuld not supply nil tho 
services required and simuUnneously manage their business. This suggests thnt tho 
cnpaclty of employers to deliver the services was not fully evaluated before coatracts 
were awarded. 
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paymcMits which more conscientious monitoring coiihl have prevented^ 
Most important, both the GAO and Greenleigh cmi)hasi/.0(l that 
many of the jobs filled under the program were positions traditionally 
held l)}'- low skilled and uuskilied persons. The GAO estimated that 
20 percent of the jobs ofl'ercd W(»re of this character. Greenleigh 
Associates were more critical: 

Most jobs held by JOBS employees fell into the following general categories: 
In borers, machine operators, muiiit eimncc helpers, and assemblers. Thus, most of 
the jobs pledged by employers wore concentrated in occupations which tradition- 
ally have high turnover rates." 

As exposes and vehicles for initiating pro^rram improvements, the 
GAO and Greenleigli studies servo a useful function. However, they 
arc often anecdotal. Although it undoubtedly is true that the program 
was subject to inadequate supervision, contract violations, instances 
of subversion of its objectives, and improper design of some elements, 
it is equally true that many firms were sincere in their efforts an<l 
committed to aiding the disadvantaged. Because, of their design and 
the inadequate data, these studies cannot address the central issues 
of c(mcern to us: Did the employment and earnings of disadvantaged 
persons increase as a result of the program? Did the benefits justify 
the expenditures involved? Is it possible that contract firms employed 
no additional disadvantaged persons, that the program has served 
merely ar> a subsidy to firms who have filled vacancies created by the 
attrition of some oi their low-skilled emjdoyees with other low-skilled 
workers? As is clear by now, such questions are difficult, but then no 
systematic attempt was made to answer thorn with respect to the 
JOBS i)rotjram. 

Tiic Labor De])artment has drawn a random sample of 12.000 from 
the Social Security earnhigs records of JOBS enydoyees^ conii)aring 
their earnings for 1966 (prior to the inception of JOBS) with those for 
19()S (the jn'ogram's first year of operation). The mean earnings of 
these workers increased from Sl,499 to $2,592, a difTercnce of $1,100 
niul a 73 percent chano;o. Tiio number reporting no earnings decreased 
i)y 90 i)ercent, and those with earnings betAveen $4,000 and $6,000 
increased by 50 percent.^ Tiiose are impressive gross figures and it 
would be hard to believe tiiat the i)rogram did not account for a 
sizeable portion of the gains in employment and earnings. Nonetheless, 
tiiis is only a before-after comparison. The study of Social Security 
records had no control group, and did not correct for the influence of 
other variables. The observation period is decidedl}'' short. If some of 
tiiese workers wore employed in uncovered occupations before entering 
JOBS, their earnings would not; have been reported, to Social Security, 
and the increase in earnings estimated from the Social Security file \yill 
exaggerate the true increase. Most importantly, the Social Security 
study pro\Hldes no insight into the displacement problem, which plagues 
all ti Tuning program evaluations and for which uo solution is in sight. 

•Tlic GAO appears to Have bcca a bit ovcrckarltable In itfl characterization of most of 
tlip ovorptiyiiioiitB UK ciiiiscil by ••mlsumlerstniuHaKs of tlie blinng procGdiires." Contra ctorn 
were paid for tlio atiiabcr of ilays tliat an employee was given on-the-job training. **The 
errors In the Invoices were caused gcneraay by the manaer lo -which the contractors 
calculated the aumber of days tbat trainees actuany worked. In some cases the con- 
tractors estimated the number of work days la the month, rather than determining from 
payroll rccordB the number of days actually worked. la other cases the contractors kept 
uo record of aaiouats previously claimed for the days a tralaee worked and, as a result, 
claimed amounts In excess of the maximum' amount allowable for the trainee. We also 
noted Instances wiiere the coatractors coatlnued to Include amounts for trainees after 
Uioy had terminated and for regular employees who were not trainees." Ibld.> p. 71. 

* Greenleigh Associates, Inc.. op. clt., p. UO. 

» Subcommittee on Employment, Manpower, aad Poverty, op. clt, pp. IOS-9. 
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Af> an initial slop in this direction, it niicrht have been useful to examine 
the fompositiou of the labor force of pa'rlicipaling firms. If the percont- 
n.Lrp of (hsatlyantnged employed by them did not increase, the pro- 
<rram'.s effoetiveness Nvouhl certainly be suspect. 

Recommexdatioxs rou Iaipuovixg JOBS 

The objective of the JOBS nrognnu is nol. just to place the disad- 
vantaged in the kind of jobs tliey might have gotten anywav, but to 
trani ihcni and place thorn in jobs requiring significant skills. It is 
possible to design such a decentralized, on-the-job training program, 
but It requires inteusivo monitoring to insure that initially unskilled 
persons are trained for skilled jmsitions. Applicants nmst be screened 
to assnre that they arc disadvantaged, training must be supervised, 
and payment to firms must depend at Ic.Mst, in part, on retention of the 
trainee in an acceptable job. This kind of scrutiny is expensive. It is 
also distasteful to firms and an incentive payment niav have to be 
added so as not to discourage employer participntioiu 

More sijrnificantb^ although sueh a program may he quite successful 
in nnprovmg the status of individual trainees, their progress may come 
at the expense of others.^** Theoretically, training unskilled persons 
adds to society's productive capacity^ In situations of excess demand or 
m a competitive economy with flexible wages and prices, newly trained 
people can be absorbed easily. ^Y]\cYc markets are not competitive 
and wages and prices are downwardly inflexible, displacement is a 
very real possibility^ If tbe trainino; subsidy is sufficient, employers 
can be induced to hire disadvantaged persons for existing (or expected) 
vacancies. But subsidies to cover unusual training expenses do not 
constitute permanent reductions in a firm's cost o*f production (as a 
wage subsidy docs), and hence they do not expand employment, 
bnmlarly, they do not increase the demand for output. 'Thov merely 
mcreasc the probability that firms will hire disadvantaged persons in 
preference to others. 

The placement success of all training programs is quite sensitive to 
labor market conditions. JOBS is no exception. During the first 2 years 
of the program's operation uneniplovment rates were low (3.5-3 6 
percent), and firms had diflSculty filling vacancies. The uicreased 
contacts through JOBS between employers with vacancies and the 
Employment Service, WIN, and CEP may have increased emi)loy- 
inent among the disadvantaged dunng this period. But when unem- 
't^^v^o ^^^^^ ^^^"^ ^^'^^^ fi^'^^s laid off workers and canceled 

JOBb contracts. Pei'sons who had been placed through the JOBS 
program had little seniority and, hence, wore among the first victims 
of the recession. In the context of generally contracting demand, train- 
mg programs may merely improve the credentials of the unemi)loyed. 

Unless workers are retained in skilled i)ositions folloNring the com- 




llns creates an opportunity for employers with high turnover rates 
among the ir low-sldlled workei^s to subvert the i)rogram, and i)er- 

very nwnrc of this. Groonlolch rpportnfl tluu XAH omctnls nnrt oin!>lovGr«5 
complnlned about union resintancc to tlic .TOBS prucrnin. nnd that Ihov lin 1 biu^n rXivf.w 
S^dtrp"!^! cooperation and^i/rticlpntZ: G«c^^^^^^ 
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functory monitoring seems to liavc made the oi)j)ortunitv all too 
tenipliufj; for some. The numerous instances of trainees holdino un- 
skilled jobs indicate that an elaborate game of musical chairs was 
])layed m which lower cost disadvantaged were substituted for otiicr 
em|)Io3''ees as tliese others vacated their jobs. The solution to tliis 
pr()l}lcm is to make i)artial payment of the training subsidy condi- 
tional upon the emj)loyee being retained in an acceptable job for a 
specified period of tmie following training. 
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SUPPLEMENTARY MATERIAL 

I. Descuiptiox of Manponver Programs 

Joh Corps 

The Job Corps? provides remedial edticalion, training in joh skills, 
and couaseling services to disadyantasred * youths aped 10 lo 21. of 
both sexes, who require a chanj2:o in environment to become produdivo 
and employable. Trninhig is desipied to bo completed in 9 months. 
There are noNV a few urban eoniniuter facilities hut most are livo-in. 
Federally funded, the Job Corps is administered by the ManpowtM* 
Administration (Department of Labor). 

Programs are operated by private corporations, State or Federal 
agencies, universities or nonprofit organi/aiions. Enrollcos receive room 
and board, medical and dental care] clolhing, and living allowances of 
$30 for the first months and up to $.00 thoroafler. An additional SoO 
per month of satisfactory service is payal)le on completion of training. 
If a trainee stipulates that a portion of his living allowance be nsed to 
support his uife and children, a matching grant of up to $25 per month 
is provided. 

Enrollees must be citizens or permanent residents Avithout serious 
criminal records, who have drop])e(l out of school for at least 3 mont hs, 
are underpriAdleged, and have been unable to find or hold adcfiuate 
jobs. Trainees are placed in jobs, other training programs, the Armed 
Forces, secondary schools, and colleges. 

Job Opporhinities in the Bv.siness Sector 

JOBS encourages and provides techni(;a) and monetary assistance to 
private industiy for hiring, training, retraining and upV»<ling hard- 
core unemployed or xmderemployecl persons over age IS. It is aclmin- 
istered under a cooperative arrangement between the Manpower 
Administration and the National Alliance of Businessmen. 

All private-sector companies located in tbe United States, whatever 
their size, are eligible for grants to offset tbe added costs of counseling, 
related education, job training, transportation, and tlie full range of 
supportive services needed. Contracts ai^e for a ma.\imnm of IS months 
although individual training periods for emploj^'ees may not exceed 
44 weeks. 

Enrollees must be disadvantaged or subject to other special obstacles 
to employment. 

There is both a contract and a noncontract (voluntary) component 
to this program. Under the former, private employers enter into 
negotiated contracts with the Department of Labor for employment 
and training of disadvantaged persons. Under the noncontract com- 
ponent, private employers pledge to hire specific numbe rs of disad- 
vantaged-persons-without^any^costreinibTiT^iT^^^ Government 

*The o/ndnl definition of diBadvnntnped is "poor, nml without Rtiitablc employment, nnil 
Also either a school dropout, under 22 or over 45, or hnndienpped.'^ 

(G2) 
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Manjyower Development and Training Act {Insiitutional) 

MDTA Institutional provides formul education and clussrooni 
training to unemployed and underemployed i)orsons. After 1966 nt 
least 65 percent of en'rolleos are supposed to huvo been disadvantaged. 
Federal grants are apportioned to States based on a formula which 
takes into consideration (among other things) einployment oppor- 
tunities available within it and the relative size of its labor force and 
its unemployment. The program is administered by the Manpower 
Administration and the Office of Education (Depiirtment of Health, 
Education, and Welfare). States pay up to 10 percent of the costs of 
training in cash or in kind. 

Training is i)rovi(led in skill centers or vocational schools; these 
may be either publicly or privately operated. Training courses are 
designed to bo completed in less than a year, and are supposed to 
equip trainees with the skills necessary to fill local vacancies. Up to 
20 weeks of traininoj may be used for busic education and instruction 
in employment orientation. Training allowances are provided to 
household heads (or members of a household whose head is unem- 
ployed) who have had at least a year's experience in gainful employ- 
ment. Youth allowances are paid to disadvantaged ])er5ons aged 17 
to 21. 

Manpower Development and I'varnimj Act {OnAhc-Joh) 

MDTA-OJT provided instruction plus supervised work at the 
job site for unemployed and undoromployod persons aged 16 und over 
and workers whose jobs were endangercci by changinc technology. 
MDTA-OJT was ])hase(l out in Janiiury of 1971 and is now called 
JOP (Jobs Optional Projyram), and is run by the States through their 
Employment Services with Federal funding. 

Trainees are Ixired by emi)lo3'ers and trained on-site for specific 
i()bs. Supplementary classroom instruction is soinetiines given. 
Contracts arc negotiated with ehiploycrs (public and i)rivate) who 
receive subsidies for approved trainees to cover salary of histructors, 
materials, damaged or spoiled production material, and rented equip- 
ment or space if needed. The employers make the final decision on 
whether to hire trainees referred by th*e Employment Service. Eurollces 
must be individuals who cannot reasonahl}' be expected to secure 
iippropriate full-time employment without training. 

Nelfihborhood Youth Corps 

NYC operates three ])rograms. The oul-ot-school i)rograni pro\"i(les 
work experience, training, counseUng and reiuecHal edu(*fttion for 
youths from low-income families who have dropped out of school in 
order to enable them to return to school if possible or else to acquire 
skills to improve employability. The in-scliool and summer programs 
proWde earning opportunities to students from low-income families 
to enable them to remain in school while receivuig work experience. 
Sixty percent of enrollees were urban hi 1971. 

N YC is administered by the Manpower Administration an(l the 
Fe(leral--Governinent-pa^vs'>up-^to<90^)er<'ent-of^tha.(i(^st^oLj)n 
with local sponsors making up the rest in cush or kiiid. Within each 
community, sponsors may be public or private agencies or companies 
which operate skill-training programs for employees. 
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•school prognun a?e 1 ne?, ^ o " f o.-^Sr 

«n<l w«.s phascl out during the " "r. oiit-of-school editions, 

iro/-/; Incentive Prof/ntm 

P accinont nro provided for VL^ > counseling, and 

cducat on, work orientation sSlI tSn'/"' ^'^l^'^V^^nt.-'Ba 
counseling are provided to improve to "'O't experience, and 
not ready for enM^loynient P "c^nZt nf.) Persons 
(formerl.v s,)cci.d ^voik I)ro ec s) „ " f ' ^^'-^-'cc employment 

or private nonprofit oiUu StL ' "p'ceincnt with public 

K'^' f«;V;'"'^'°^'"^i'itv tS^^^ indinduals uoS 

those of .btntc ^'olfare agencies nc .'lh,^^, ? ' «"PplcMicnted hv 
c'lrc and work c^xi)ensos.l'„wiein n^^^^ roimburscmcnt for cl«V 

'•'••c.of two-lhirds for all cinE^^ at li 

••'"•unigsofAFDC^-ecip eut.rwcro^;'a4d"I? l'"'-'"^'"' • 

'<;V >:nt.«.s are not exten'ded o hose "m en S ''"''T^- ^''"'^ 
public sprvi(.e oinployment emollecs \vho iiro placed in 

"tcd..u Ihrlocill'level^^?;^^^^^^^ Adininistrution, and oper- " 

nnding |,.,s recontly bceu^.t tso^ rft''^^^^^^^ t'"''' ^^^^^^^ 
pro\ idi„g (he rest c.ish o. S J'''''^''"^' "''^'^ States 

n. Illustkative Example ox Benefits Pn^,, . 

" SJS^^^^^^^ the economic situation of 

year before to (he year after tSin^^BeSsi'?''''^ '^'^ 
Ironi three points of view (sociS nrixS n are calculated 

ccouonnccfHcicHcy of the trmS'il i go^'emnient), and the 
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Figure 1 

Social Economic Viewpoint 

From society's point of view the cost of tmiiiiiig is the vnhie of the 
output which could have been prod\iced Nvith the resources actually 
employed in training. The value of tlie output ^^•hich was foregone is 
measured by the cost of instructional and administrative resources, 
the unreimbursed expenses of the enrollee over and above any ex- 
penses which ho would have incurred had he been working, aiul the 
foregone earnings of the enrollee. These amount to $2,100 and are 
depicted m hgure 2. Note that the foregone eamnigs of the enrollee 
are assumed to be eq\ial to what the \intrained earned durin<y 
the trammg period. ^ 
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Instructional and 
Administrative Costs 
SOO 



Unreimbursed Enrollee 
Expenses 
100 



Foregone Earnings 
1,200 



Figure 2 

In the fir;>t year after training the trainee earned $400 more than 
his untrained twm. Optimally, we woiihl Hke to know how much more 
the trainee earned than the t^Yin throughout the remainder of their 
lifctunes. Since the ohservatiou period inchides only one posttraining 
year, we are forced to make an assumption about the duration and 
future size of the training benefits. The Office of Management and 
Budget projects the benefits of social programs for 10 years and (lis- 
counts tiiem at a rate of 10 percent per year. Under this assumption 
the discounted or present value of the benefits is ($400) (G.14) = 
$2,576.^ The calculated value for each of the uivestmeut criteria ap- 
pears in the table below. From tlie social point of view the trauiinj;: m 
this example was cconomicall}' efficient. 



^*allte needed 



Present vnhic of benefits (B) 


for eamomtc 
efficiency 


Social 
viewpoint 

$2, 57G 


Trainee 
vlewjjolnt 

$1, 074 


Oottrnment 
ilewjuunt 

$1, 382 


Costs (C) 




$2, 100 


$S20 


SI, 3S0 


Benefit-cost ratio (B/C) 


B/C>1 


1. 23 


i.:n 


1. OOL 


Net present value (B-C) 


B-C>0 




$254 


$2 


Internftl rate of return (i) 


i>. 10 


. 13 


. 16 


. 10025 



Private or Trainee Viewpoint 

The trainee's cost of participating in the program is the reduction 
in his after tax income. The twin's after tax income during the training 
period was $1,117 + $383 = $1,500, while the trainee had onl}' 
$780 — SlOO = $680. Hence, by participating in training, he gave 
up $1,500 — $G80 = $820. 

The annual benefit to the trainee is the increase in his ])osttraining 
after tax income ($175 = $3,825 — $3,650). If benefits last 10 j-ears 
and the discount rate is 10 percent, the present value of the benefits 
— is~($175)-(6rl4)-^$lj074,-Tho-ontries-in-fieure 3-show_that-.trai^^ 
was worthwhile from the trauiee's point ofview. 

3 When the rate of interest is 10 percent, $6.14 is the present value of n 10 yenr nnniiity 
of $1. In other words, one wouhl hare to pny $6.14 now for an aBSCt which guarnntccd to 
provide the owner with |1 In each of the next 10 yenrs. 



Government Viewpoint 

The cost to the Goveriiinont is the net loss to the Treasury duniig 
the training period. Tlie twin received $300 from tho Government 
(liirin<}:. this period ($383 in transfer payments less $83 in taxes). 
The Government had administrative ani instructional expenses of 
S900 and made $780 \\^orth of transfer payments to the tramee. Thus 
the net outflow from the Treasury was $1,680 — $300 = $1,380. 

ri\Q annual benefit to the Governiiient is the net posttraining gain 
to the Treasury. In the first year after training tne twin received 
S450 from the Government ($716 in transfer payments less $266 in 
taxes), while the trainee received only $225 ($603 in transfer pa};- 
nients less $378 in taxes). The annual net gain to the Treasury is 
$450 — $225 = $225. If benefits last 10 years and the discount rate is 
10 percent, the present value of the benefits is ($225) (6.14) = $1,382. 
As figure 3 shows, the project was economically efficient from the 
government's point of view. 
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